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Abstract 


Systems  operations  is  defined  by  IMPUT  m  the  market  for  vendor  opera- 
tion and  management  of  all  or  a  significant  part  of  a  user's  information 
systems  functions  under  a  long-term  contract.  These  services  can  be 
prc^rided  in  either  of  two  #stiiK^  siitoM}ies: 

•  Professional  services  -  the  vendor  prcm(ks  pmKHUiel  to  opoate  diem- 
supplied  equipment. 

•  Processing  services  -  the  vtxtdfx  provs^  porsCHUkel,  cqm^immt  mA 
(optionally)  facilities. 

This  report  discusses  issues  facing  vendors  in  this  rapidly  growing  mttdiBt 
in  Western  Europe.  These  include  marketing,  developing  the  client 
relationship,  human  resource  issues,  future  development  opportunities 
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Introduction 


Objectives 


The  olj^ective  ci  #ds  repm  h  to  ^iBBtiiie  imi^  fiidlai  syi^mis  opera- 
tions vendors  in  the  Western  European  market.  The  report  sets  out  to 
analyse,  from  the  vendor's  perspective,  the  principal  factors  concerned 
in  identifying  potential  clients,  building  and  developing  the  client  rela- 

ments  for  successful  systems  operations.  Additionally,  the  report  dis- 
cusses likely  future  trends  in  the  Western  European  market  for  systems 

Systems  operations,  often  referred  to  as  facilities  management  (FM),  is 
now  a  concept  of  some  lOyears  standing,  having  originated  in  the  U.S. 
ffliiisetli  #e  hm  IfiOs.  The  U.S.  Is      tfw  mmiUmloped  sysmm 
operations  market  in  the  world.  Japan  also  reptes^l^  ft  significant 
market  for  this  service  mode.  The  Western  European  market  has,  until 
the  last  few  years,  remained  relatively  underdeveloped.  However,  an 
v^^m^i&ihmrm  hi  mm&m^i^_itmiB§imm^  S0im&  (JIB)  agma.- 
tions  activity  is  now  creating  coiuidefa^  i^i^^  amcmpt  vraidbcs  for 
systems  operations  services. 
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B  

S^ge  Systems  epgeiiim  Solves  the  operation  and  mmamBmm    aH  or  a 

significant  part  of  the  user's  information  systems  functions  under  a  long- 
term  contract.  Exhibit  I-l  positions  systems  operations  within  the  overall 
ki^mm&m  wt^m§-wm0k.  Systems  oper^l^  aetvis^  am  be  pio- 
in  ^A@r  ®r  two  fll^tffi^  siibBiodes: 

•  Professional  Services:  The  vendor  provides  personnel  to  operate 
<^ii»^qpiid  equipmeat.  M^mW9^  Mi  mmASBlbimiet^^ 
Pmt^/md  I^Mees  d^¥»y  mode. 

•  Processing  Services:  The  vendor  provides  personnel,  equipment  and 

Systeaos  cpo'aticms  vendors  now  provide  a  wide  variety  of  so^^ices  in 
iiipHI«iiaMlif  information  sfMiaag.  IFhe  vendc»r  mm  fbm^  oottH^ 

provide,  operate,  maintain  and  manage  any  or  all  components  of  the 
user's  information  systems  (equipment,  networks,  systems  and/or  appli- 

miim-mmmm,  eiikmmM»  ^m^M'msm  lie  im$^»  ^mss 

operations  can  also  b$  ftHsHed  ^  as  **mimm  mu^^mmit*  or  *tactU- 
ties  managemenL" 

•  Platform/network  operations  -  where  the  vendor  operates  the  computer 
sy&tm  andA»:  network  without  taking  responsibility  for  the  applica- 
tion 

•  Application  operations  -  where  the  vendor  takes  responsibility  for  the 
mmg^gM  system,  including  equipment,  associated  telecommunications 

This  report  is  specifically  targeted  at  providing  an  analysis  of  issues  and 
dN^enges  ^tfiin  l!ie  systems  operati^fHtiteilMIIhe  persp^^  itf 
the  vendor.  Companion  reports  to  this  volume,  llMiilbek>w,  ptovide 
more  detailed  data  on  the  market  and  the  vendors  competing  it, 
and  on  user  perspectives  in  respect  of  systems  operations. 

•  ^mm&  ^^m^mslMse^-Wmmn  Em^,  1990-1995 

•  Systems  Operations  User  Issues— Western  Europe,  1990-1995 
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Repon  Structiue 


The  n^soddi  dbat  contrilxited  to  this  smdy  was  derived  fyom  two  jnisci- 

•  A  soies  of  interviews  specifically  targeted  at  major  systems  operations 
vmSom  a^m  kt  the  Wesieiii  Boopean  tmikg^ 

*  input's  continuous  analysis  of  the  whole  computer  software  and 
with  botfk  v^^Kkrs  Old  asm  in  Eiffic^. 

Additionally,  INPUT'S  extensive  library  and  database  of  information 


The  remaining  chapters  of  this  report  are  structured  in  the  following  way: 

•  Chapter  IT  is  an  executive  ovorview  fmmdkig  a  cmdsc  mmamy  of 
the  salient  points  of  the  report 

•  Cbi^pi^in  desmbes  the  fimdamental  driving  forces  for  systems 
Cpamtions  contracting  and  the  potential  benefits  and  inhibiting  factors 
ttatmust  be  recognised  in  order  to  develop  sales  and  marketing  strate- 
gic and  tiK^cs. 

•  Chapter  TV  addresses  the  key  challenges  facing  systems  operations 
vendors — marketing,  developing  the  client  relationship,  operational 
imxs  and  Wamm  rmmteing. 

•  Chapter  V  examines  future  directions  for  systems  operations,  service 
development  opportunities  and  the  creation  of  vendor  alliances  to  assist 
m 
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Executive  Overview 


OpMbns— Key 
Opportunities  iw 
the  1990s 


^tsecocing  systems  open^tant  Im«  emerged  as  a  key  vendciroppattBd^ 
iR  Western  Europe  as  users  begin  to  recognise  tiie  distinction  between  iSm 
unique  applications  which  support  their  organisational  goals,  and  the 
utility  status  of  the  operational  process.  Increasingly  this  distinction 

been  a  significant  increase  in  vendor  activity  to  meet  the  demaad^this 
type  of  service  in  Western  Europe,  which  is  anticipated  to  grow  at  20% 
per  annum  to  reach  $2.7  billion  by  1995,  as  shown  in  Exhibit  II-l. 


EXHIBIT  11-1 


Systems  Operations  in 
Western  Europe,  1990-1995 


Processing 
Services 


User  Expenditures 


CAGR 
23 


20 
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The  outsourcing  of  information  systems  management  is  becoming  a  key 
theme  for  the  1990s,  which  in  turn  is  causing  fundamental  changes  in  the 
^mxmefsi^  information  systems  and  services  market.  Systems 
operations  and  systems  integration  bsve  Ise&k  eraeffed  as  uokpely 
important  service  delivery  modes  in  response  to  these  changes.  As  a 
result,  INPUT  has  modified  its  delivery  mode  structure  to  reflect  this 
change. 

The  outsourcing  of  systems  operations  is  being  driven  by  a  variety  of 
factors,  economic,  management  and  technological.  It  is  increasingly 
m^oM^tiiat  infcmnatkiii  nysmm  mSm  a  mam  m  their  ixmrnamOi 
managers  are  therefore  seeking  to  measure  the  effectiveness  of  their 
systems.  Systems  operations  meets  this  requirement  by  providing  a 
technical  service  that  is  measurable  in  terms  of  its  cost  impact  on  an 
organis^lMi.  M^mmwpmitixm.  in  effect  provide  ^  basiaes^/ 
technology  manager  so  eagerly  soi^^  it  msabm  tt»  k^oms^m  {Sys- 
tems human  resources  problem. 

The  MKreasing  complexity  of  information  technology  systems  is  leading 
to  the  need  to  build  longer-term  client/vendor  relationships.  It  is  thus 
becoming  necessary  for  vendors  to  develop  partnerships  with  their 
ctal^  «i^#ii»ii|^!^silsll!ty  tor  iafotmiSm  ^i«emi«id  slowing 
tamiigss  executives  and  administrators  to  refocus  more  effort  on  their 
principal  responsibilities.  Thus,  although  systems  operations  can  deliver 
tactical  benefits  like  cost  reduction  and  service  improvement,  its  real 

major  argument  put  up  against  systems  operations,  all  too  frequently 
being  an  emotional  response  to  change.  The  true  development  of  a 
v^Jsi(oIient  partnership  and  the  discipline  that  this  imposes  on  hoik 
pvtt^aHiaiteally  increase  management  control lifiiQr  the  systems 
{^^SiSltion,  an  activity  that  has  not  histoncally       eo^s^led  in  wspe& 
of  its  financial  return. 

The  development  of  systems  operations  contracts  opens  up  the  opportu- 
nity to  extend  service  provision  into  further  areas  like  network  manage- 
ment, disaster  recovery  services  and  consultancy.  In  order  to  do  this,  and 

necessary  for  the  vendor  to  consider  the  development  of  alliances  with 
other  vendors.  These  alliances  can  supply  the  necessary  speciaUst  skills 
and  knowledge  that  enable  the  provision  of  a  full  service  offering. 
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Hie  inca^nidag  interost  ia  oa^touv^g  die  wymem  opam&ons  acMty  m 

Western  Europe  is  being  brought  about  by  a  number  of  factors  that  are 
economic,  managerial  and  technological  in  origin.  The  external  environ- 
ment within  which  organisations  must  operate  is  undergoing  unprec- 
edented change.  1^  T^smn^^  csams    Aat  ctewge  axe  V^md  in 
Exhibit  H-Z 


EXHIBIT  11-2 


Environmental  Driving  Forces 

•  Globalisation  and  the  singto 
European  market 

•  De^reguiation 

•  Specialisation 

•  Pace  of  change 

•  Inti^ngiHan 

Few  companies  today  can  operate  in  isolated  markets  free  from  interna- 
tional competition.  This  is  particularly  true  in  Europe  as  the  post- 1992 
single  market  approaches.  This  is  forcing  organisations  to  examine  the 
intem^ii»id  ws^^&^^am  for  tiietr  buiiBeises,  pistic^ii^y  die  coBB^^a- 
tivein^ie&s. 

Deregulation  not  only  liasjt4EimQij^  iofiagt  im»  tln^sector  itself  but  hays 
te^mching  effects  on  fteoi^SitfllteliM^  Itcimsn^ 
opportunities  but  also  increases  competitive  pm^sXBm  kading  to  new 
application  requirements  for  information  systeim. 

The  1990s  have  ushered  in  a  new  business  climate  in  stark  contrast  to  the 
heady  merger/acquisition  days  of  the  1980s.  Consequently  companies 
have  been  forced  to  re-examine  their  core  business  focus  and  place 
S^tmmem^ib^m^^&asMsasam.  IMs  leads  to  fear  Momu^cm 

systems  mve^mmt  chi  stiMegic  systetns. 
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The       of  change  in  the  world  continues  to  increase.  Isfomai^m 
technology  not  only  assists  this  process  but  also  offers  remedies  in  that  it 
can  assist  management  to  cope  with  the  increasing  pace  of  change.  This 

The  Med  fm  totegration  is  a  response  to  the  rapidly  escalating  complex- 
ity facing  qpHMienal  units  in  today's  weMOHiC  environment.  No  large 
business  or  organisation  is  free  from  unexpected  significant  change.  The 
infcsmation  network  must  support  the  changing  flow  of  the  organisation 
iriigfewaiiEcpsct'  "  *        **  * ' 


These  new  and  changing  requirements  set  the  environment  within  which 
Umm  manage  its  egpiprnm^wstimm  w4.%mmm:wtmmmi.  Hie 


EXHIBIT  11-3 


IS  Management  Challenges 

•  Business  ^}ais 

•  Miirttenanod 

•  Htflfian  resources 

The  principal  business-oriented  goals  for  IS  management  are  to  improve 
project  deUvery  performance  and  to  apply  business  focus.  Only  through 
aiiiiMMi^ltf 'these  gos^mK^^wMmm  m  d§etMm  t^m  m 

Managing  the  applications  maintenance  tedion  is  also  a  critical  chal- 
3^p>ea&     li  BiiiMfliMl  m  mm&BAf  tkmA)  m^Mag  hmmm  50%  to 

A^tkaally  IS  managers  fsm  imsm&v^g  technology  challenges  as  new 
possibilities  are  created  by  both  mm  ipdpnent  and  new  software  prod- 
ucts. Networking  aad  4mnm^^  mt  wsy  impfx&at  issyes  for  IS 
management. 
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Finally,  but  of  critical  importance,  is  the  issue  of  human  resources.  Staff 
turnover,  organisational  loyalty,  business  appreciation  focus  and  the  need 
for  specific  technical  skills  all  present  particular  challenges  to  IS  manage- 
in^. 

c_  

OnHSiHSdn^  Wac  fundamental  driving  force  for  the  phenomenon  of  outsourcing  within 

flie  information  systems  environment  is  the  increasing  complexity  of 
information  technology  solutions.  This  increasing  complexity  is  having 
the  effect  of  broadening  the  scope  of  activities  for  which  users  require 

provided.  Consequently  services  vendors  and  their  clients  are  being 
drawn  inexorably  closer  together  into  ajaitaacship  rektioaship  xaiitm 
than  just  one  of  a  vendor  and  a  client. 

The  key  factor  in  Umim^i^fmmt^ai^kmemBm  wmmmmg  m^sokmski^ 
is  that  of  service: 

•  iePii@fe^ffiough  the  provision  of  profes^tamd  iCPiiiM, 

expertise  to  asmt  ^  eUm,  ia  D^iUiii^  k^kmas^  tes^m&s^  hmd 
solutions. 

•  Service  through  the  provision  of  a  management  function  that  is  much 
deeper  than  provided  previously  and  that  is  operated  through  a  high 
level  of  general  management  responsibility  on  the  part  of  both  the  client 

Outsourcing  has  thus  arisen  as  a  major  theme  for  the  early  1990s  within 
the  information  systems  arena,  just  as  systems  integration  was  the  new 

Outsourcing  is  causing  some  fundamental  changes  in  the  structure  of  the 
ii#*fnation  systems  and  services  market  as  it  forc^  tks  vendor  commu- 
nity to  re-examine  the  whole  jMxxjess  of  selling  software  and  sefvices. 
Exhibit  n-4  provides  in  diagrammatic  form  a  comparison  between  the 
industry  modes  used  by  INPUT  to  analyse  the  market  and  the  new  market 
opportiHfi^  tl^eloping  out  of  tiie#edilfowMis  metmmi^Bi^ 

Over  the  past  three  years  INPUT  has  modified  its  delivery  mode  structure 
to  identify  systems  integration  and  systems  operations  as  emerging  and 

ties  for  vendors  and  users  in  the  1990s  to  meet  the  anticipated  client 
demands  for  support  and  services  in  applications  management  and  main- 
tenance and  in  transiticm  management. 
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Vendor  Opportunities 

Systems  Management  Opportunilies 


Transition  Applications  Applications 
Management     Maintenance  Management 


Systems 
Integration 


Systems 
Operations 


Applications      Professional  ^Processing 
Software  Services  Services 


D  

Systems  Operations       Exhibit  n-5  lists  the  key  benefits  that  users  can  expect  to  achieve  through 


Wf9^ms  Operations  Benefits 

•  Focus 

•  FlexitMttty 

•  Management 

•  Service 

la  m  kuBomk^y  mm§e^m  ^wkonment,  senior  executives  need  to 
concentrate  their  tSKMS  on  the  core  business  focus  of  the  organisation. 
The  provision  of  hme  information  systems  capabilities  can  increasingly 
be  sees  as  a  i^y%  or  eooiaxxMty  qpemdoQ,  "vMsk  caa  oaoie  ^hcAv^y 
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be  handed  over  to  t  tiiird-party  contractor.  This  need  for  business  focus 
would  be  particularly  acute  in  a  situation  where  an  organisation  is  goii^ 
tiirough  substantial  change  or  undertaking  a  merger  or  an  acquisition. 

Outsourcing  systems  operations  is  an  attractive  proposition  in  these 
circumstances  because  it  provides  the  client  with  a  higher  degree  of 
IBs^^MSty  to  ^itd&m  Ipcmi  a  gretuer  range  of  information  systems  options. 
U  allows  change  to  teMne  oidly  adopted  and  to  be  implemented  BMiii 
more  quickly.  A  user  can,  for  example,  contract  the  vendor  to  take  over 
existing  systems  and  thus  free  up  in-house  resources  for  the  development 
ofmmsymrm. 

The  provision  of  an  external  management  capability  is  a  key  factor,  givm 
the  increasing  complexity  of  developing,  implementing  and  operating 

Of  ftpdamental  importance  is  the  in^rovenK^  of  the  overall  service 

the  overall  reducdwi  Wl^  mMmi  «f  tests.  A  systems  operations 
vendor  can  bring  much  more  extensive  experience  to  bear  on  the  c]miS&' 
information  systems  challenges  than  is  often  available  in-house. 

Despite  the  strong  arguments  that  exist  for  outsourcing  systems  opera- 
tions it  must  be  remembered  that  it  is  still  a  relatively  small  market  in 
comparison  with  the  total  expenditure  on  software  and  services,  and  that 

principal  argunao^  apibytt  i^j^t^^  opsntkm  eosffin^o^  sm  listed  in 
Exhibit  n-6. 


EXHIBIT  11-6 


The  Oi^  Against 
System  ©pmtfons 

•  Cost 

•  Contract 

e  1991  by  INPUT.  Rapnxluctlon  Prohibited. 


Firstly,  many  organisations  just  do  not  believe  that  cost  savings  can  be 
achieved  by  going  to  a  third  party  service.  This  is  probably  a  view  partly 
generated  by  the  experience  of  using  processing  services,  a  service  mode 
&mim  4m^mBAM  populariQr  ^ace  the  be^Hii^  «f  iie  l^ls,  as  low 
cost  computing  capability  became  widely  available.  Possibly  it  is  a  view 
sustained  by  an  incomplete  understanding  of  the  true  costs  of  an 
ot$mimim*MiKimMon  systems. 

The  cost  argument  is  closely  aligned  with  the  service  argument.  There 
exists  a  strong  belief  that  only  the  right  level  of  service  can  be  provided 
imimSiy  mi  mttaMy  iK>t  at  a  mtoeed  em  tmm  tfiat  ciorendy  experi- 
enced. Some  users  believe  that  it  will  always  be  the  vendor's  pfiofities, 
not  those  of  the  client,  tha£  will  prevail  m  my  ccmfUct  »tuatk»L 

Difficulties  ki  inggiitiiBg  til  a^Mpitte  emsm^t  wtt  he  fmmA  as  a 

problem  to  be  overcome  by  many  users.  However,  perhaps  the  most 
critical  issue  of  all  is  that  of  loss  of  control,  and  this  is  probably  the  only 
argument  that  can  be  considered  strategbd.  Undoubtedly  there  exist 
situations  where  outsourcing  iwwMjMtlwpplll^riate,  butioaiany  other 
situations  it  is  difficult  for  management  to  acei^  diat  kdm  acteaUy  gaM 
more  control  through  outside  cond^acting. 


Marketing  Challenges    Prospect  identification  is  one  of  the  most  important  marketing  challenges 

facing  the  systems  operations  vendor.  Unfortunately  there  exists  no  clear 

•  The  existence  of  a  strong  cost  case  for  outsesia^g  systems  operations. 

•  1lM!p@iii^ii^«€tiddiif  dinar  iteSlGifp^ 

•  Thd  significaiMse  «f  i»  IS  function  to  the  prospect's  ovo'all 

In  respect  of  the  last  point,  two  important  characteristics  emerge: 

•  The  4is&m  ta  ^Msk  U  fa  ^c^ts^ed  Imp  iImb  orpnisiaion  ^me^xu^sX 

•  The  subjective  evaluation  of  the  "strategic"  nature  of  the  information 
system. 
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Exhibit  n-7  represents  a  positioning  diagram  which  can  be  used  to  pro- 
vide some  indications  of  how  likely  an  (X'giaiisatkMi  is  to  CMitsc^ice  its 
information  systems  activity. 


EXHIBIT  U-7 


Systems  Operations  Positioning 


Medium 

High 

IS  Utility 

Characteristic 

Low 

Medium 

Weak 

(Likelihood  \i\al  user  organisation  will  be  iii^«stad  in  ^yiiMns  opeiaUDns) 


Where  the  information  systems  function  is  both  highly  integrated  into  an 
organisational  function  and  is  providing  a  relatively  unique,  specialised 

contrast,  where  the  utility  characteristic  of  the  service  is  stiom 

is  a  low  level  of  integration  into  the  business  function,  the  prospects  for 

systems  operations  outsourcing  can  be  considered  high.  It  is  of  course 

framework  for  establishing  a  broad  understanding  of  l33iewmSsMimtmA 
and  fast  rules  exist  and  many  exceptions  will  occur. 


Some  other  cl 


that  wiU  ppvide  sotm 


•  Fast  growfli. 


*  Multiple  IS  architectiires. 
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Systems  OperafomVend9r€*M<tf^|MaiitfQW  liliBaam  ttiep^  tttft-tSBi  tPtff 


In  presenting  themselves  to  the  market,  systems  operations  vei^om  aot 
only  have  to  carefully  analyse  the  prospect  base  but  to  consider  very 
carefully  how  to  position  themselves  to  take  best  advantage  of  the  oppor- 
tcmities.  Some  key  positioning  fact(»^     IMI  ii  iEa^^  B<t.  Ek^ 
one  of  these  will  strongly  influence  how  a  vendor  goes  about  developing 
its  marketing  image  and  identifying  its  prospects.  In  addition  to  the  three 
feasic  approaches  listed  in  Exhit»t  11-8,  other  approaches  might 
emphasise  a  particular  technd@|^  c^^^bffi^  0F«  prtMff  m^ect  of 
iofoaraiiiim  samc^  like  the 


C^mp^tliit  P^M^fif  Floors 

•  Cost  mdtK^ton 

•  Application  management 

The  development  of  the  elieat  wiMkmMp  m  pi^satai^F  ^i^Ml  to 

both  the  sales  and  full  life-cycle  of  a  systems  operations  contract.  Many 
vendors  refer  to  this  as  the  development  of  a  "partnership"  rather  than  a 

The  nature  of  a  systems  operations  contract  is  a  long-term  commitment 
typically  several  years  in  duration.  Whilst  important  legal  considerations 
(lc»  fiiistft^ll^ter  tfiat  the  relatitmship  must  go  beyoaiiie  ife^l^s 
impliAia«@iMiCt.  Information  systems  needs  aaiwi)^  change 
rapidly  over  time  and  the  client  is  now  dependent  upon  the  vendor  for  at 
least  a  substantial,  if  not  the  total  provision  of  his  information  systems. 
^mm-iVg^lt^ism  mmmm  &m  wmHy  only  be       mioAwia  or  kmf 


Th&  vendor's  principal  management  aim  must  be  the  creation  of  a  rela- 
tionship that  is  tuned  as  precisely  as  possible  to  the  cWmSi*  npiieiaea 


14 


SESVO 


The  aienWondor  Parbiership 

♦  Common  end  user  focus 

snt  in  the  clients'  business  planning  process  is  frequently  seen 
as  an  essential  element.  Without  that  level  of  involvement  the  vendor 
will  not  be  able  to  apply  the  information  systems  to  most  effectively  meet 


It  is  important  for  both  the  vendor  and  the  client  to  have  shared  objec- 
tives. The  vendor  must  be  willing  and  able  to  accept  the  client's  objec- 
tives     ms^  ti^eto  witb  tihe  cl^t  in  achieving  them. 

The  role  and  needs  of  the  end  user  must  also  be  thoroughly  understood 
and  catered  for.  The  end  user  is  the  real  customer,  not  the  internal  user  of 
the  teformation  system.  Both  the  client  and  voider  wmM        s  eemmBO, 
focus  on  the  needs  o£  the  uktuoate  Ism^&mmm  ei  Ae  sy^&m  bmg 
operated. 


Itey  mmimm  niew  tiie  key  to  emMteg  this  kind  of  «il»»ive  partn«n^ 
as  the  management  methods  that  are  established  for  controlling  the 
systems  operations  process.  They  recognise  that  it  is  often  the  lack  of 
wmmi  ioanagement  capability  that  msMm  $m  meA  for  i  ^smm  tffi»- 


Important  methods  to  be  adopted  in  the  systems  operations 
pmcmsmt: 


Daily  communication 

Frequent  senior  management  visits 

Shf^g  of  lec^  MMMti@B 

The  establishment  of  mutual  tmst. 

Use  of  verbal  agreements. 


SESVO 
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Key  operational  issues  for  systems  operations  i^eadoni  am  opmO^fXiil 

Tks^ipmi^iimii  ^BieieKjrdf  a  ^mter  and  ksfiio^^^  are  nkmAy  e€ 
key  importance.  Exhibit  11-10  shows  a  gr^^hical  representation  of  lke 
profitability  model  for  a  systems  operations  contract.  The  systems 
operations  vendor's  strategy  must  be  to  drive  down  costs  as  quickly  as 
ps^ible  from  the  initial  start-^  fiHoa  wiNHi  iie  fm§m-«my  liam  m  ht 
&pseal^  at  a  loss.  The  fixed  nature  of  the  revenue  stream  does  allow  for 
ali^|h<|K>tential  for  profit  as  economies  of  scale  can  be  brought  to  bear 


Systems  Operations  Profitability 


Cost 


^•»v^Loss 

Fixed-Cost  Operations 

Profit 

Actual  Costs 

Time 


Ooe    the  key  issues  for  systems  operaticms  [Mofitability  is  the  location 
of  the  facility.  Concentrating  the  client's  processing  load  onto  a  control 
data  centre  is  generally  the  most  effective  way  of  reducing  costs;  how- 
e¥m-1t^mm^i^m^bi&4mm       imme  <siiSm  cM^'s  o^inlsatkHi 
and  applications  must  be  taken  into  account.  Aspects  of  security  are 
important  in  this  respect.  Critical  mass  is  also  an  impcntant  factc^",  which 
is  why  major  contracts  are  hotiy  contested. 

Amongst  the  technology  areas  of  most  importance  to  system  operati(MS 
vendors  are  networks.  The  abiUty  to  connect  to  the  client  remotely 
^swfly  0ffiBlt#ie  opportunity  to  dfRdmAf  i^mmtrate  processing 
power.  However,  demand  is  rising  for  local-area  and  wide-area  netwofk 
support  and  not  just  for  high-speed  point-to-point  data  communication. 
The  systems  operations  of  computer  networks  is  likely  to  become  a 
mi^if^Qii«i%lDr  IfSOs. 
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Systems  OpefatiQngVBBtiiglghriiM^  WmmSmSfim^mllMltm 


The  ever  improving  price/performance  characteristic  of  informatioii 
systems  is  causing  systems  operations  vendors  to  move  away  from  a 
mainframe  orientation.  Smaller  system  units  do  not  imply  a  decreasing 
interest  in  outsourcing  ^rMW«pWiMk  Vmmrim$1l0mm«tf$mm- 
ful  workstations  and  file  s&mn  mm  fmmnsk^  (meg^lex.  4maa^  on 
internal  IS  departments. 

As  us&m  hSQ&Bm  knOKasmgly  interested  in  applications  support  as  well  as 
platform  systems  operations  it  will  be  important  for  vendors  to  be  well 
versed  in  system  development  and  support  methodologies  and  CASE. 
ffiiU  also  apply  to  immsmm  Wl^tl^nng  required  ftsf  die  applica- 

Another  important  software  product  challenge  is  the  use  of  third  party 
feoducts  by  systm^  (^efstions  vendoffe  ^  Usm  m  In  wmakmtk 
level  of  license  fee  to  be  paid  for  multiple  use  by  the  s^sl&m  Q§mK6isim 
vendor's  clients,  either  centrally  or  on  multiple  sites. 

The  advent  of  open  systems  standards  has  inhered  in  increasing  numbeis 
of  options  for  users.  Multiple  equipment  vendor  sites  and  applications 
portability  all  imply  a  growing  need  for  the  management  of  the  interface 
h^^n  the  applicsteflfiilMlillllaa^^i^Mlte.  l^k  «l  fq)portu- 

Finally,  one  of  the  most  important  operational  issues  for  systems  opera- 
ions  venders  warn    immim  msemEes.  This  is  iiapcxmm  Ssemibe 
aspect  of  securing  the  key  management,  technical  and  marketing  people 
to  provide  the  service  and  also  from  the  aspect  of  the  acquisition  of  staff 
from  the  client  base.  The  latter  naturally  represents  an  important  oppor- 


S«¥ioe  C^^piilraidl^    in  <Mder  to  perceive  ^  f^l  kvel  of  opportunity  open  to  systems  opift* 

tions  vendors  it  is  necessary  to  place  the  service  within  the  broad  context 
of  the  full  software  and  services  market.  The  reason  for  this  is  the  over- 
lying need  for  ve»id^  to  be  able  to  meet  #|^#iveloping  requireanents^tf 
their  clients.  Exhibit  II- 1 1  sets  out  a  basic  analy^s  of  ibe  market  into 
four  levels  of  opportunity.  Professional  services  systems  operations  is 
the  basic  level  of  service  where  only  the  personnel  are  provided  to  oper- 
ili#iK€^nts' syst^  MAtfiiiinii^sii^^ 
owns  the  equipment  upon  which  the  service  is  provided  and  often  pro- 
vides facilities  as  well.  Options  exist  at  both  levels  to  provide  the  service 
either  on  the  customer's  site  or  the  vendor's  site  and  either  for  a  single 
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EXHil^M-11 


Imn^  of  OppcMtufuty 

•  Processing  services 

•  Extended  systems 

Beyond  these  basic  systems  operations  services  lies  the  opportunity  to 
provide  applications  systems  support.  There  appears  to  be  a  significant 
opportunity  developing  f(x  the  rTminlnn  r^ftitfl  fwiljiiiiiiiiriilinrT 
services  for  applications  developed  in-h«i»B.  IMg  is  ft  mmmi  devdof>- 
ment  for  the  systems  operations  vendor. 


\  &m    meni^  ^  wndor  in  what  is  identified  hsm 
as  extended  systems  operations.  The  opporti«j%  here  is  for  vendcH*s  to 
expand  their  service  coverage  into  areas  like: 


•  Network  Management 

•  Disaster  Recovoy  ^Bnmm  aad  Back-up 

•  Consultancy 

To  match  these  opportunities,  vendors  need  to  maintain  considerable 
flexibility  in  the  face  of  the  users  changing  requirements.  The  develop- 
ment of  the  partnership  mode  of  operation  will  greatly  assist  this  process. 
Ttmt  opportunities  wSI  mi  he  mfsSk^  Id  tfiili  mtSim  fte^iy 
wish  to  maintain  ^iiif^  qii#aiiil€£l^aaReo«%  (ii^aed^^ 
service  products. 

The  extensive  range  ef  lofiiiidM  tervice  components  that  constitute  ft 
client's  overall  systems  operations  requirement — elements  like  equip- 
ment and  software  installation  and  problem  management — open  up  the 
possibility  fat  mlmimaimtal  '^Y^^'^^  W1t^|0^lmm  imintriiiinr r 
organisations  which  akeady  )mm  file  lase  n^fCHt  fa^nu^ro^nse  m  jiace 
for  hardware  maiatenance. 
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Am  knportant  development  in  the  sysi^ems  operations  tm^est  ia  Westein 
Europe  is  that  of  partnerships  between  vendors.  It  is  likely  that  this  will 
become  an  increasingly  attractive  strategy  as  vendors  seek  to  take  advan- 
tage of  the  growing  opportunity  for  symam&p&aikm  mvuxs.  Tkfi 
ax>tivation  for  their  4meki§mem  is  mBmmi^mA  m  Ae       famon  T&&Bd 
»£xhilHtU-12. 


EXHIBiT  11-12 


Vendor  Alliance  Factors 

•  Finance 

Alliances  will  often  have  clear  marketing  goals.  An  alliance  can  assist  in 
gaining  access  to  markets  that  would  otherwise  be  out  of  reach  or  requiip 
unrealistic  levels  of  finance.  An  alliance  can  bring  together  the  key 
mmlm-miimlm  ip^itti  mmSm  ImemAe^  fer  soceessid 

The  financial  a^ct,  as  referred  to  above,  is  clearly  a  major  factor,  few 
omt^mim  mm  ^Umd  fee  mm  «i  ^imltipiiie  aB  of  ^  aiafee^  offptx- 
tunities  avj^iUle  to  them.  Additionally  an  alliance  may  represent  a 
means  of  contn^Ung  operating  costs  where  an  alliance  can  be  formed 
with  an  organisation  having  a  lower  cost  structure  to  fulfil  some  vital  part 
<rf  jft#«ii®rall  systems  operations  contract.  This  could  be  of  particulw 
importance  in  sitm^kms  where  the  vendor  needs  to  i»^cmde  m  ia^aa- 
tional  service. 

^^B^er  key  factor  that  may  motivate  the  need  for  ai  jffiuice  is  access  to 
specific  capabilities.  An  alliance  may  just  serve  to  augment  internal 
capabilities.  Possible  capability  areas  that  systems  operations  vendors 
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•  Network  management. 

•  Equipment  maintenance. 

•  Disaster  recovery  services. 

•  AwnWiniiiiHi  tmliitiimiiiirr 

•  Applications  dmt^efm&BL 

•  Consultancy. 

Itis,  k0wever,  impaWim  fer  vendors  to  understand  that  many  problems 
can  occur  in  the  management  of  vendor  alliances.  Some  vendors  will 
therefore  prefer  to  remain  at  arm's  length  from  other  vendors  and  try  to 

Typical  key  problems  that  arise  in  vendor  alliances  are  short-term  perfor- 
mance differences,  unwilUogness  to  share  key  assets  and  business  culture 
^^mmm,  At  ■otii  lta"^iiiiiiiii!^.Biwt^yiiiii^^  in  -i^giwi  Bftmid&m 
vendor  alliances  can  work  well  where  the  common  objectives  are  clearly 
defined,  communication  is  good  and  the  alliance  is  set  up  to  run  indepen- 
4^ktly  from  the  parmers. 
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Market  Development 


A  

n^fiageBKiit  (i^^, 

has  been  regarded  as  a  niche  delivery  mode  within  Western  Europe  and 
has  not  been  considered  a  significant  opportunity.  However,  towards  the 
end  of  the  1980s  an  upsurge  of  interest  in  outsourcing  the  information 
symmm^mt^em  ability  1m  <ie«i#i|tei  ii  lA^t^B  Bmope  mmi^ 
users  and  vendors.  This  has  led  to  the  development  of  a  market  which  in 
1990  exceeded  $1  bilUon,  as  shown  in  Exhibit  III-l,  and  that  is  expected 
to  pow  strongly       ^      Uve  yoffs. 


EXHiemiM 


Sy^mi  ipsrations  Market  Forecai^  1^0-1^5 
Western  Europe 


Market  Foreca^  ($  MiUions) 

Subsector 

1989 

1990 

1991 

1990-1995 

CAGR 
(Percent) 

1995 

Sdfviees 

725 

860 

1,025 

20 

2.100 

Professional 
Service 

155 

195 

245 

23 

560 

Total 

8S0 

1,270 

20 

2,660 

msem 
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For  more  detailed  data  on  the  systeim  opmHAmm  aaarket  in  Western 
Europe,  reference  can  be  made  to  the  companion  volume.  Systems 
Opert^mMmk^— Western  Europe,  1990-1995. 

Systems  operations  involves  the  operation  and  management  of  all  or  a 
significant  part  of  the  user's  information  systems  functions  under  a  long- 

•  Professional  Services:  The  vendor  provides  personnel  to  operate 
ctal-supplied  equipmeit.  Wm  te  IWk  Ml  wis  a  aihmode  of  the 
¥wo§^mml  Son^jes  4e^€fy  mode. 

•  Processing  Services:  The  vmlBr  provides  personnel,  equipment  and 
(^teai^Miiis.  Mifi9Ml.^ii«sa»ifemoie^^PR>- 
@^«iBf  Series  id^«fy  imxie. 

Systems  c^xautions  vendors  now  provide  a  wide  variety  of  services  in 
saif^KHt  oi  exi^g  information  ^-^emuL  The  \&ndatmmfikm,  Q&meii, 
provide,  operate,  maintain  and  manage  any  or  all  components  of  the 
user's  information  systems  (equipment,  networks,  systems  and/or  appli- 

operations  can  also  be  t^m&dL  tti  as  **^^cmf»  tmm^emmt*'  cr'fadU- 
ties  man^ement" 

Time  Mt  tvm  ^eaas^L  tev^s  Gi  sy^rass  op^atois: 

•  Platform/ network  operations  -  where  the  vendor  operates  the  computer 
system  and/or  network  without  taking  responsibility  for  the  applica- 

•  ^plication  operations  -  where  the  vendor  takes  responsilal^  lor  the 
e^opkte  system,  incltkUng  equipment,  associated  teleccHnaiumicatioos 

Systems  Operations  is  a  new  delivery  mode  introduced  in  INPUT'S  1990 
wmmikwogmBimk  Mmmwmmibytakk^^  Systems Opm^^om 
mk&mih  out  of  both  Processing  Services  atti  Professional  Services.  No 
other  change  has  been  made  to  the  delivery  mode  definitions,  and  the 
total  forecast  expendUwepes  for  these  three  delivery  modes  are  identical  to 
^  IBitf  iWi^iiililliiaiiiiM  III  @f  ihe  two  a^teai  modes  h^cm 
bfodteoi^  el  Qii^atiom. 

The  full  scope  of  opportunities  available  to  vendors  in  the  sy^ems 
opentioos  market  is  indicated  in  Exhibit  111-2.  Systems  operations 
vendors  are  well  placed  to  develop  their  portfolio  of  services  beyond  the 
operation  of  the  platform  and  its  applications  to  include  systems  develop- 


SESVO 


Systems  OpenrtioiwINwiy^ill^^  WtiiwtBwBpif  WWilitBt-- 


ment  services  and  consultancy  services.  Indeed  there  is  some  evidence 
that  involvement  in  IS  strategic  consultancy  is  becoming  of  key  impor- 
tance in  securing  systems  development  and  consequent  systems  opera- 
tions fem»ness.  CAP  GemM  Sc^eti's  wmhmmtm      Urited  Hbes^mik 
and  its  acquisition  of  the  MAC  Group,  CSC's  Index  Group  and  the 
success  of  Andersen  Consulting  in  exploiting  its  position  in  management 


Emm  m-2 


•  Computer  operations 

•  Software  applications  maintenance 

•  ConsuttarK^ 

1!ie  most  dgnificiuit  4istiiigoMilii^#neiMristic  of  systems  operations 
services  in  comparison  to  other  computer  services  is  the  element  of 
management  Systems  operations  is  a  management  service,  the  earning 
of  a  iRse  1^  n»nagmg  OB  lebitf  of  ^  dte: 


•  Infonxiatioa  sysbsem 

•  Infonmtkm  sy^ems  eqinpa^. 

•  Information  systems  facilities. 

The  ups^e  of  int^^  in  ibiB-mmmm^a§'$i  symm  ifspgatti  is  msaA- 
fested  in  a  number  of  ways.  Increasingly  vendors  repoBilfcil  they  are 
finding  that  users  understand  the  concepts  and  benefits  Gi  s^Menas  opera- 
iMS  md  tfiat  managetiKnt,  iiwluding  IS  managem^  is  heemm^ 
emotional  in  its  antipathy  to  external  assistance  in  tm  Gj^mMoml  «iMi- 
^pom  g€  ttie  ii^c^3ia£k»i  systems.  Certainly  thore  k  e^idem^  of 
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increased  demand  for  systems  operations  services  within  the  European 
market,  as  is  evidenced  by  the  incidence  of  major  contracts  such  as  that 
for  iiie  Varity  Corporation  (Sema  Group)  and  for  Disneyland  France 
(GSI). 

Complementary  to  this  increasing  interest  in  the  user  community  has 
been  #e  ms^mm    y&ttims  to  Ais  developing  opportunity.  Many  mast 
vendors  now  claim  to  offer  systems  c^jeraticms  s^vk^  n&teaMy  using 
the  term  "facilities  management" 

mgas^B^^^sm  Wet  Mi§mm  don^^g,  CAP  (^luni  Sogeti 

(through  its  Hoskyns  affiliate)  and  Volmac  are  entering  the  market. 
Mercedes  Benz  has  set  up  Debis  Systemhaus  not  only  to  provide  ser- 
vices to  the  group  companies — Mercedes  Benz,  AEG  and  Deutsche 
^rospace — but  also  to  offer  systentt  QpasitiiiiS  smnsss  on  tite  Of&i 
market.  Additionally,  major  equipment  vmiSem — mdiakky  IBM,  Digital 
and  Unisys — have  entered  the  market. 


The  Market  The  current  interest  in  outsourcing  information  systems  operations  is 

Environment  being  caused  by  a  variety  of  factors,  some  within  the  overall  economic 

mf^&mam^  ^tikMn  which  mm  opemiCt  o&ims  spedScaSly  related  to 
information  technology  and  the  way  in  which  it  is  usoi  TTwse  various 
factors  are  described  below. 

1.  Ecenoiisde  ^vironroeBt 

The  term  economic  environment  is  used  here  to  refer  to  the  complete 
external  simation  within  which  an  organisation  must  oposie  aad  re- 
spmit  both  tactically  and  strategically,  if  it  is  to  sur#ws.  &iiQnmtk» 
systems  based  applications  are  increasingly  an  important  part  of  that 
response.  The  external  environment  is  the  instigator  of  the  need  for 
clm^  tel  9&em  &im  &e  ix^^i^^miSm  «ld  tubsequently  its  iffiloffiiatioa 
^Hem  BiiMIMtin-3  suBMffiHiii^tteiffiyitoi^tsoCc^i^afSsctin^ 
EuK^)ean  (srpnisations. 

are  being  removed,  particularly  within  Europe  in  the  developi^t  of  the 
post- 1992  single  market,  creating  new  opportunities  and  permitting  tl» 
entry  of  numerous  new  competitors.  Today's  information  systems 
sti^sgy  mn^: 

•  Provide  international  access. 

•  Use  inte]^^£Mial  sumdazds. 

•  Support  international  operations. 


14 
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kn^mMm  TB^m^ksQf  E^ving  Forces 


Industry 

Organisation 

Information  Systems 

Globalisation  and 
the  single  European 

International 
opportunities  and 
competition 

International 

processing 

requirements 

D»«^iititfgiii 

New  opportunities  and 
increased  competttion 

Newaiplpa^ 

SpeciaMten 

fundttons 

Strategic  syslmm 

Pace  of  change 

Structural  change 

Rapid  response 
and  deployment 

Intra-organisaionad 
relationships 

Mm-  and  inter- 

organisationai 

systems 

mam'SSSlms  is  another  factor  affecting  the  ov^ittiigonomic  and  businc^ 
environment.  It  has  akeady  had  a  dramatic  impact  on  the  information 
systems  needs  of  the  organisations  in  these  sectors  as  well  as  having  far- 
f^t^sf  ii06gm  M  immmSik  Im^Amm  mrnmasoem. 

The  failures  of  the  merger/acquisition  explosion  of  the  1980s  are  causing 
senior  man^ement  to  focus  on  the  core  of  an  organisation's  capabilities. 

what  it  does  best.  Not  only  are  organisations  limiting  the  breadth  of  their 
mission,  they  are  focusing  on  the  functions  most  critical  to  that  mission. 
If  an  automobile  company  does  not  need  to  manufacture  radios  to  taaxor 
ttin  its  proiiSi^ii^ntiation,  it  also  dmm  tot  mmA  m  sperate  M  mm 

•  Coammm  m  s^i^gic  sy^^^  that  support  tfw  critical  ftmctimis. 

•  Provide  the  most  cost  effe^ve  alternative  for  secondary  systems 
requirements. 
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The  pace  of  change  ui  Ike  world  has  never  been  more  rapid.  Certainly 
information  technolof^  km  been  a  factor  in  speeding  up  the  pace,  yet  it 
genwlif  llle  primary  mA  10  help  management  deal  with  that  pace.  In  tfie 
l^Ql  it  was  acceptable  td  Kdse  three  to  Ave  yemt  to  build  a  major  new 
system.  Today  is  can  be  assumed  that  in  three  years  the  priorities  will  be 
different,  the  organisation  will  be  structured  differently  and  it  is  therefore 

•  Today's  IS  programme  must  be  pa^^smA  to  mm tfs^y  to  vmpkmed 
requirements,  large  or  small. 

•  Doing  the  routine  is  kepomot,  bat  il^g  iki$  imf^mmd  is  aamcore 
of  success  today. 

€GMplliRii(^  a  global  basis,  specialismg  as  a  source  of  competitive 
strength,  and  responding  rapidly  to  change  all  drive  today's  critical 
requirement  to  integrate  all  aspects  of  an  organisation.  Since  the  core  of 
integratia»li.iKlfe!ellite^^      Hm  imtmm  fltt  iM»  S  programme 

•  Internally,  the  information  network  must  support  the  flow  of  the 

•  Extemally,  today's  IS  programme  must  create  inter-organisational 
i^mm&,  for  mSM0l»4aim^.  $m  Imm^mam  of  «ii6troaic  &m  iata- 

No  large  business  or  organisation  is  free  finom  unexpected  agniUcHitt 
change  today.  Mergers,  acquisitions,  divestilM^iMMigMiimt  b^vy^ 
and  reductions  in  work  force  and  levels  of  management  are  all  common- 
place. These  occurrences  introduce  a  requirement  for  change  into  the 
ii^ormfl^  systems  strategy  th^  mttl  mm  emtmon  just  a  few  years  ago. 
Change  is  a  strong  element  of  the  equation  tl^  is  4ami^  (W^omckg 
within  the  io&NanatioQ  system  wma.  today. 

2.  b^Drmatai  ^j^rteHM  MttRageRM^  Challenges 

The  new  and  changing  organisational  needs  are  just  one  of  the  forces 
challenging  information  systems  managers.  Business  executives  and 
administrators  are  also  seeking  effective  retia»i<ia  &cir  IS  uivoU^ 
Exhibit  ni-4  lists  the  key  obatim^^  &r  IS  mtm^m    today's  watm 
exacting  environment. 


%stem8  0pafafiPB»¥i>ii»-'eilitiillll«lii<^^        ¥Wlilwii>lwBpi^fi>S^aWi  HBMi 


Kay  IS  llaragemeiit  ChaUenc^ 

•  Apply  business  focus 

•  Mam^  ip^ic^ions  makitenafiGei 

•  Adapt  to  new  technology 

•  Manage  human  resounees 

Afd^eving  an  effective  return  cMl 
pcowed  project  delivery  performance.  The  delays  and  cost  overruns  that 
have  so  frequently  occurred  in  the  past  clearly  indicated  less  than  ad- 
eipa^  p^kmmmm,  mm^fmmi  ^     im^kmtmmi^  of  applicaisa 
syiMi$  Aat  have  ia  practice  had  looted  u^ty. 

Software  development  methodologies  have  been  presented  as  the  solution 
totti^piaMiMMa.        inidteiitiwily      laefead^i^fiwt  .aai  Urn 
4fpPI>priate  software  tools  through  which  they  are  in  practieeiMili^ 
mented  have  achieved  success,  too  frequently  they  are  seen  as  purely  a 
technical  solution.  ApplicaticHis  must  be  developed  with  a  clear  linkage 
t&  ^  hl^tt^  Mmte.  MMHmce  requirements  can  degenerate, 

for  example,  into  a  pure  enforcement  of  standards  and  ignore  the  external 
realities  of  the  application.  Advances  in  software  technology,  like  4GLs 
wad  irillHbiiitl  d^s^lmse  mam$&mm.  sys^ms,  hsmfko^wemod  quality 

Asiittier  important  challenge  is  that  of  applications  maintenance,  which 
ikmAm  a  vciy  cwtddgiifele  propc^eii  «fliiteMi  diwi^^Bi^  sudBf 
time;  estimates  have  been  put  forward  for  aii|llhtog  between  50%  and 
70%  of  total  in-house  resources  being  dedicated  to  this  task.  Additionally 
IS  managers  face  increasing  technology  challenges.  Large  user 


in  a  centralised  mainframe  system.  JSmmds^t^  mw 
serious  issue  for  many  companies. 


awry 
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Staffing  or  human  resources  issues  are  also  a  key  challenge  for  IS  man- 
agers. In  many  IS  departments  staff  tumover  is  higher  than  in  the  rest  of 
the  organisation  despite  separate  pay  structures  designed  to  offer  higher 
oxnpensation  to  retain  staff  Icmger.  It  is  o&m  Mt.  &at  W  fmomiel 
mme  loiyal  te  Ham  "p^Sesmm"  lima  ^km  mi^&^. 

A  i^iraiiKMi  complaint  is  that  IS  staff  are  tasxK  ccmcemed  with  technical 
limes,  working  on  an  advanced  software  product  to  gain  personal  experi- 
ence perhaps,  than  with  the  business  aims  and  application  needs  of  the 
organisation  that  employs  them.  Another  problem  is  the  lack  of  commu- 

those  who  understood  the  business  needs,  exacerbated  by  jsagon  that 
turns  systems  issues  into  technical  issues.  This  is  not  a  trivial  issue,  as  is 
evidenced  by  the  case  of  system  development  methodologies  originally 
emeti^mAmim-mkm&mn:  npfmmMm^  iitiriiiiiiiiiliiiiiiiiiii  lEbMeMetfied- 
ologies  have  become  repositories  for  techniques,  and  these  techniques 
then  become  more  important  than  the  methodology.  Discussions  about 
ti^  merits  or  otherwise  of  design  methods  through  use  oi  mam  fidk  9S 
mmme,  cohesion,  Piiin.  %m  ooiiiBig,  ■liwi  Write  im  -weiwd^^ 
incomprehensible  t0  mmy  end  mm  w)^  are  mksA  t&  wpggme  the 
system  design. 

IS  Sij^nsBigmm  thus  exacerbate  the  overall  IS  performance  challenge 
where  personnel  cannot  understand  or  relate  to  the  overall  business 
application  requirement.  A  potential  benefit  of  outsourcing  to  client 

The  need  to  get  results  from  information  systems,  not  just  a  return  on  an 
investment  or  an  improvement  in  project  schedules  is  leading  to  Ike 
development  of  longer  relationships  with  external  vendors.  Key  to 
successful  fulfilment  of  corporate  IS  goals  is  the  bridging  of  business 
iqpplicaticm  requirements  and  the  t^hnical  compeieiK^  to  wa^^iimem  tiMS 
WiMm.  Ibi  information  services  vendor  must  have  -ftjiiiaw.  ft  de^ 
understanding  of  the  client's  operation  and  be  able  to  act  as  a  long-term 
repository  of  IS  experience.  The  complexities  of  modem  systems  are 
msMt^mmlMtSM^^  m^B^ffmsm^t^Mid  parties  ex&emely 

Another  important  driving  force  for  systems  operations,  referred  to 
item^  ■li-liai<#'in  liwiiaiiig  iiiBiiifcaiiygffiiFiwiiMiiiii  iMin^ogy. 

Thus  whilst  it  is  absolutely  necessary  and  desirable  to  have  staff  who  can 
apply  the  technology  to  the  business  aims  it  is  also  necessary  to  have 
staff  who  aie  competent  to  sel^t  and  utilise  the  most  appropriate  prod- 


Systems  OperrtiontV«idy<awBBnp»>M^  lUl^ 


ImpomtA  Msxml^  m^aaHogy  ^Ji^es  facing  mm  mdadc: 

•  Increasing  complexity  of  operational  management  systems  software. 

•  CSomniiniffMiiMa  nmmak  operatkHis. 

•  De  fa^  and  de  jiffB  ^andasds. 


systi»ns  am  heimamg  mote  ccHtiplex  waA  mam  4MSisuk  m> 
operate.  Individual  system  units  are  more  reliable,  user  interfaces  may  be 
more  simplified  but  when  disparate  units  are  connected  in  cooperative 
processing  modes  and  communication  networks,  the  complexity  is  vastly 


3.  Outsourcing 

The  overall  economic  i^tu^on  and  the  specific  inf 
challenges,  both  management  and  technological,  are  conspiring  to  change 
the  environment  within  which  information  systems  are  provided.  It  is 

iWiSf  iMfercnt  enviitHttiK»il#iQn  that  prevailing  a  few  years 
ago.  l^iiibit  in-5  summarises  the  principal  (^mme^BaMc^€dlim  ^mgf^ 
IS  mnroiuiasQt  antid^Ated  fcsr  the  19^$: 


EXHIBIT  Ul-5 


Information  Systems 
Ommm^nmim^mWm  19008 

•  Complexity  of  IT  solutions 

•  Breadth  of  responsibility  assumed  by  vendor 

•  Protessional  sArMi@«8®©f«^0fie^ 

•  Systems  management 

ses¥o 
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•  Today's  use  of  information  technology  ni^li  Ib  complex  soluioas, 
not  individual  applications.  Yet  the  mtttas^i^  them  wkk  ffMa 
delivery  than  ever  before. 

•  The  size  and  length  of  the  commitnataite  that  buyers  (users  and  Mfer- 
mation  systems)  are  willing  to  make  are  much  larger.  The  focus  is  on 
solutions — not  the  bits  and  pieces  that  have  been  the  general  buying 

purchase  p^  fti^  mke  vmOm'timmiMyKiii^mms^ 
problem. 

•  HKHeodors  who  are  leading  the  way  in  the  ctma^k$iatmmtim 

-  They  are  now  ready,  able  aal  «iMi||l»lidii  im  a  broad  smoim- 

They  are  interested  in  long-term  versus  short-term  relationships  with 

tractor  relationship — that  provides  lasting  client  relationships  and 
account  control.  This  partnership  makes  tl«e  visitor's  invesfiOKint 
possible  and  of  mutual  value. 

•  The  typical  outsourcing  feli^^i^  tecfodes  a  muxk  §mm  smrifx 
element  than  before. 

-  First,  there  is  a  large  compCMfteat  of  fsiofessional  services  as  Ibe 

•  Sm&mi^  ^  ^nSm  is  pitividing  a  significant  management  compO' 
nent  that  was  simply  not  provided  previously.  The  rrlitiqmlip  ffe 
being  formed  al  a  louch  higher  level  of  ciiem  and  vendor  wemm^s- 
ment. 

Outsourcing  is  thus  becoming  the  theme  for  the  early  1990s  within  the 
information  systems  arena,  just  as  systems  integration  was  the  new 
theme  of  the  late  1980s.  Information  systems  management  is  being 
challenged  by  its  organistitiaWii  TOimil|i?(llWl»^^i^     ymi0m  C|lim£wnf  ^ 
to  look  d^ta^y  at  idbe  pmm  df        pidla^  «bA  mn^sm. 

O&imomdng  is  causing  some  fandamental  changes  in  the  structure  c^tibe 
infcHmation  systems  and  services  market.  Exhibit  ni-6  provides  a 
comparison  between  the  industry  modes  as  used  by  INPUT  to  project  the 
industry  and  the  market  opportunities  developing  out  of  this  outsourcing 
trrad. 
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Outsourcing 
Developif^  Martet  Opportunities 

Systems  Management  Functions 


Mteagement 


Applications 
Management 


Integration 


Syslems 
€|>e  rations 


Tumiii^ 


Delivery  Modes 


•       tile      Alee  yi^H«BIFI]rF^mQ#iai^^i^K^ 

ture  to  identify  systems  integration  and  systems  operations  as  emergu^ 
and  unique  delivery  modes.  They  represent  significant  shifts  in  the 
professional  services  and  the  processing  services  markets  respectively. 


Systems  im^gftl^^  md litems  operations,  plus  additional  combina- 
tions of  products  ai»l  services  from  all  of  the  delivery  modes,  represent 
opportunities  for  vendors  in  the  1990s.  Applications  management, 
transttMinanagement  and  ipplinminiir  miilitoilllic 
ing  opportunity  Ssx  Mommtam  i^ssma  m  4mif  m  m^^mSa% 
capabilities. 

-  Vendors  can  capture  more  business  opportunities. 
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Tim  mtiomfe  ikr  mtsommng  the  systems  operatkm  function  is  ii» 

subject  of  fierce  debate.  There  are  many  strong  trends  in  tiie  IS  envifoa- 
ment,  as  discussed  in  section  B  above,  that  are  leading  users  to  focus  c» 
tiieir  core  business  and  seek  vendors  who  are  prepared  to  run  their 

strong  resistance  to  the  i^  isi a|faiea%  h^e^mtUfA  mm  m  ka^- 
tant  support  activity. 


1.  Sysbmm  ^^im^MmsB&nlm 


The  principal  arguments  for  contracting  out  systems  operations  are 

saaiBwted  in  ^  Ust  of  liMilig  mm  iriidM  1^7.  Ir  k  k^mm 

to  recognise  that  business  benefits  rath^iMll|MliMcal  bracts  are 
an  j^qnim  lyp^t  of  ^  QiddviAicm  to 


Systems  Operations 


•  Core  business  focus 

•  Manage  complexity 

•  Control  costs 


management  attention  to  be  given  to  the  core  Ih^ikss.  The  apparent 
paradox  implied  by  the  increasing  criticality  of  information  systems  to 
tl«  «we  business  is  dispelled  by  the  realisation  that  computer  operations 
sm  increasingly  a  util^«ttiee  Sirvicie.  H»  9Bi&mkm  of  significant 
executive  tune  to  the  mam^gmimA  of  ^fmm  op^a^ias  btos  tlie  foc«s 
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on  core  business  issues.  In  an  increasingly  cxxi^etitive  and  OMHiM^^y 

challenging  environment  it  is  ever  more  imperative  that  senior  exeoiive 
resources  be  devoted  to  the  str^gic  and  tactical  business  issues. 

Another  important  business  benefit  of  systems  operations  is  in  haatflif^ 
the  information  systems  transition  caused  by  companies  engaging  in 
mergers  or  acquisitions  or  by  other  reasons  such  as  financial  difficulties, 
ani  liNiBitf  festructuri^.  OMBigiitttiiif  lyiUMii  niiMations  is  an  attra@> 
tive  option  under  these  circumstances.  A  systems  operations  contract  can 
give  an  end-user  much  greater  flexibility  in  handling  the  transition  in  the 
litsiness  since  many  mcwe  information  systems  options  are  available. 
I^^^^im;  tl^  are  inefficient  or  inappropriate  can  be  more  readily  wm 
down  or  be  more  readily  rectified.  At  the  same  time  the  systems  opera- 
tions vendor  can  assist  in  the  development  and  management  of  new 
sfmmm  fte^.  nmmif  4eimM^  mmmi  tmme^g  make  change  k 
toformation  systems  easier  to  adopt  but  allows  those  changes  to  hap]^ 
much  more  quickly.  A  user  can  contract  the  vendor  to  take  over  existing 
systems  and  thus  free  in-house  resources  for  new  systems;  alternatively 
#e  i^Hilniii  ■iCfiew>ffl<i^ee»tract  may  ciMiceni  the  new  sy^ewn.  fei  a 
transition  environment  it  is  particularly  important  that  management 
concentrate  its  focus  on  the  core  business  challenges;  systems  operations 
contracts  give  executives  this  benefit  together  with  additional  flexibility. 

The  increasing  complexity  of  modem  information  systems  demandingHn- 
integration  of  computer  and  communications  equipment  and  handling 
mesK  and  rauxe  critical  applications  is  frequendy  excelling  the  ability 
many  information  systems  organisations  to  develop  and  cp^ate  itom. 
Systems  integration  vendors  are  addressing  the  development  opportun% 
that  this  presents,  and  systems  operations  vendors  are  addressing  the 
li^^rfii^^iiiieiii  (^p(»tunity. 

To  users  unable  to  attract  or  retain  expert  staff  of  sufficient  calibre  to 
meet  these  increasing  levels  of  systems  complexity,  systems  operations 
©eotrac^gpnmdesasdiiijBiK.  B-wiiwiiii     MemmSm  mfmrns 
staffing  issue.  Frequentiy  organisations  find  that  information  systems 
staff  are  difficult  to  find,  particularly  for  specialist  skills,  and  difficult  if 
lMEIt||iG|M>s^ble  to  integrate  into  company  wide  compensation  schemes. 
JMWiWii^^ii^iiP  difficult  to  offer  all  staff  a  iifflillinflir  t1illMfrn|iTii 

^Mih^  inapratant  pofea^  tiwcfit  ef  a  systems  q)eratii»i  mmiam'Um 
improved  level  of  service.  A  vendor  can  bring  a  greater,  more  extensi^ 
level  of  experience  to  bear  on  running  the  client's  system,  thus  resulting 
in  the  provision  of  a  better  service.  This  is  of  significance  as  many 
<@^pHlftMliMB  iKi  iMMiMiHl^  '-ftCMAl^^tt'  MSIEHMtf^taH^  |pCiAlMliKCik 
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reasons  of  staff  experience  and  knowledge.  The  concept  of  actmify 
contracting  for  a  given  level  of  service  within  a  systems  operations 
agreement  allows  for  a  higher  degree  of  management  focus,  control  and 

further  service  benefit  for  a  systems  operations  client  comes  in  the  area 
of  back-up  and  recovery  services.  A  vendor  can  more  readily  provide 
kind  of  smdces  which  are  probably  prohibitively  expensive  for 

Perhaps  the  overriding  appeal  of  a  systems  op«Mlo»s  agreen^nt  lies  in 

mmMimsJbh  benefits  of  firsdy  reducing  costs  and  then  stabilising  them. 
The  vendor's  processing  power  capability  provides  the  opportunity  for 
achieving  economies  of  scale  and  passing  this  advantage  on  to  users  in 
dMiiMMi^^i^^^pi&antcost^N^^.  (\  •wiiBi|i"p|iii  iiini.  iowiniiiiif  i  of 
scale  through  consolidation  of  processingfwwii,  ipiiEliitMleil  aad 
enhanced  purchasing  pow^  ovesr  »]^pji^ 

Wmmmh  imm1lm'-mm  mfm,  it  k  aot  |Mt  ilw  luliti  mSmi&m  U 

information  system  costs  that  is  important  but  the  stabilisation  of  those 
costs  over  a  period  of  time.  Many  users  will  run  in-house  information 
systems  departments  as  cost  centres  or  even  profit  centres.  However, 
Af^  fisecpentiy  meet  significant  difficulties  ia  OMtting  a  costed  service 
concept  internally  that  really  works.  Vendors  can  provide  clients  wiUi 
objective  measures  of  IS  costs  thus  greaUy  increasing  their  sense  of 

2,  Market  Inhibitors 

tions  contracting  in  Europe  it  needs  to  be  recognised  that  in  overall  tmat 
it  is  still  a  small  market.  Further  it  also  needs  to  be  recognised  that 
considerable  levels  of  resistance  and  doubt  exist  within  the  minds  of 
decision  makers  Jar  Iwfbumiiin  ii|^iem«  ipmskmrimt.  The 

principal  points  in  the  case  made  out  against  systems  operations  contract- 
ing are  summarised  in  Exhibit  III-8.  It  is  interesting  to  note  that  the  case 
i^ii^  systems  opearaticms  is  gei^rally  tactical  rather  than  strategic  im. 
natiire,  relating  to  fiindamentiA  leMod  kmmmiAm  z  eiSmeA^^ms^ 
five  cepi#^  mmmxBmg  m  §mmL 

Tim  aa  tepmtant  ffifainaat  against  s^steo^  optmi&om  t^nmmm  wffl 
be  disbelief  that  it  can  save  costs.  Altiiough  there  are  undoubtedly 
situations  where  the  opportunity  to  save  money  is  limited,  it  is  more 
likely  that  this  is  an  emotionally  based  response  that  does  not  take  into 

is  a  view  based  on  an  incomplete  understanding  of  the  true  costs  of  an 
organisation's  information  systems.  Additionally  it  is  a  view  that  may  be 
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EXHIBiT  111^ 


The  Case  Against 

Systems  Operations 

•  Cost  savirn;^  not  achievable 

•  Service  level  not  achievable 

•  Inadequate  comractual 

relationship 

•  Lossef  opitroi 

influenced  by  an  experience  of  using  processing  services.  In  these 
situations  buyers  may  be  conditioned  to  believe  that  a  vendor's  profit 
margin  must  be  a  significant  contributor  to  the  costs  of  a  contract.  Many 
pmgmB^.  mtmm&  have  In  tiie  past  bnmiitt  &yi^ems  in-facM^  m 
ocdl^  ti>  effect  co^  savings. 

Ams&er  important  argument  will  concern  service  quality  level.  There 
will  exist  a  beUrfttfflt  ttm  "right"  level  of  service  can  only  be  provided 
internally.  The  argument  will  be  that  the  need  on  the  part  of  the  vendor 
to  serve  multiple  clients  will  diminish  the  service  level  provided  to  any 
one  dient.  Usm  bdle!¥e      ft  will  always  be  Ac  y&dat*&  ptkfMm,  flot 
tiiose  of  the  client,  that  will  prevail  in  any  given  situation.  This  belief 
would  be  more  likely  to  be  held  by  a  relatively  small  organisation  that 
would  argue  that  the  vendor  will  always  have  larger,  more  important 
clkats  whose  needs  ¥^I1  tsks  ^cdty. 

Difficulties  in  negotiating  a  satisfactory  contractual  relationship  with  a 
vendor  will  also  be  cited  in  the  anti-systems  operations  outsourcing 
argiiiii»it. 

The  only  real  strategic  argument  put  up  against  outsourcing  systmis 
qperations  is  ^  @Fi^al  issue  of  control.  In  many  situations,  however, 
mcwe  amimi  can  be  &mmsei  teo^  oittsevi^i  Moot  accepts  the 
replacement  of  internal  management  by  vendor  management.  For  cul- 
tural or  emotional  reasons,  this  is  a  difficult  transition  for  many  execu- 

systems  oj^mi&om  &mtmct  and  brix^g  the  IS  activity  back  is^oose. 
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Other  issues  that  might  be  raised  as  part  of  the  argument  against  sysimm 
operations  agreements  would  include  personnel  and  organisational 
issues,  such  as  concern  over  the  information  systems  staff,  their  loyalty 
ta  Urn  iifiniiitttiii  m4  'imk  §mm  tmrnt.  An  mgitimim  aafto  riso 
pieciire  difficulties  in  making  the  transition  from  running  a  large  IS 
(«|^sation  to  a  much  smaller  unit  responsible  for  managing  the  rela- 
ticmship  with  the  vendor.  Many  individuals  might  be  reluctant  or  unable 

In  summary  it  can  be  stated  that  the  argument  for  systems  operations 
oentiacting  itiifitell^tally  a  strategic  argument  influenced  by  business 
considerations.  The  case  agamst  systems  operations  ccmttacting  is  based 
largely  on  technic^  mta^oasd  and  cuUml  attUydes  tmm^  iaiixmai^ 
systems. 
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Vendor  Challenges 


Am  iit  igimn  opiniidmt  tmaiBst  im  memA  from  a  vkhs  f®^^  to 
centre-stage  in  terms  of  general  awareness  amongst  the  computer  frater- 
nity so  have  vendors  entered  the  market  and  increased  the  level  of  com- 
p€ti^»i,  for  example  jmsocs^g  SKvk«s  vendws  pCTceiving  an  opportu- 
mty  to  sell  their  services  in  a  more  marketable  form.  Major  global 
vendors  like  Andersen  Consulting  and  CSC  have  also  entered  the  West- 
em  European  market  and  CAP  Gemini  Sogeti  will  undoubtedly  leverage 
flmkfm*  mpmm»iai^m^ia^  §max}.  tMs  is  cheating  a  paiiilSi^ 
lar  challenge  for  the  established  vendors  already  well  aware  of  the 
culti£$  inherit  in  idexuifyiiig  pn)j^>ects  and  cc^^>leting  the  saJe. 

operations  vendors  face  a  number  of  important  challenges.  The  reseateb 
conducted  for  this  study  indicated  two  broad  areas  of  importance: 

•  Marketing 

IBtalWKketing  challenges  facing  systems  operatkais  voidcHrs  are  ^ 
mmmd  in  section  A,  below  under  the  headii^  '^m^m^^mit&ps^m' 
mmec"  and  "tx^f^iiw  pt^itioniag". 

D&smtmtaAng  operational  s^vice  f&^mamm  is  obviously  key  to  die 
retention  of  existing  clients  and  the  attraction  of  new  business.  Tbe 
service  performance  i^v&s  of  noajoc  in^iortaace  identified  are: 

•  D^^^o^ag  ^  eUeHt  r^ai^msMp. 

•  Operational  efficiency. 

•  Developing  the  human  resource  capabilities. 
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The  vital  issue  of  client  relationships  is  addressed  kl  m^km  B  of  Ms 
chapter.  Operational  efficiency  and  technology  issiM»     ^Sasxm&i  m 
section  C,  and  human  resource  issues  in  section  D. 


Marketing  Challenges    1.  Improving  Sales  Performance 

It  is  clear  that  m«qr  «wipwi(BS.:l««ipip  Hilt       face  congHtnMc 
challenges  iatbeitf^  of  ud^pef&ranase.  T^fmsaf«lt&m&m  f(x 
this  are: 

•  Sales  pimn^  to  ^rMif@pemtioaspf@^^@^aie£IScidtK» 

•  Hie  feqwton^ts  fog  -mmmM  W0m  $mmml  wm  ^Bewat  ftiwi 

€tee  irf  the  B»>st  li^iortant  marketing  challenges  facing  any  organisation 
m     cost  effective 'liiiiiliiiittiii  ii  jpiii|iflife...  HiIb  pwliim  fe  pitiea- 

larly  acute  for  systems  operations  vendors  since  few  clear  market  identi- 
fication factors  or  sales  parameters  seem  to  exist.  There  is  no  clear  cut 
*  wsmem<^ feadily  identifying  potential  systems  operations  clients. 

Hoskyns'  productisation  of  systems  operations  services  for  systems 
transition  as  their  "Crossroads"  service  is  probably  the  only  example  in 
Europe  of  a  way  of  applying  specific  market  parameters,  for  this  pur- 
pose. Geii^i%i»wliiiidtea^ 
-  significant  factCM'  in  growing  systems  operalioais  ccmtracts  has  been  the 

W:  financial  motivation,  or  put  more  bluntly  systems  Gfimtkiis  CQiitraf^g 

has  had  an  appeal  as  a  means  of  reducing  costs. 

Nevertheless,  careful  examination  of  the  market  does  iPmA  il^e  clues 
that  help  in  focusing  on  opportunity  areas  and  market  definition.  Ven- 
dxxs  must  recognise,  however,  that  there  exists  no  "rule-book"  for  sys- 
tems operations  and  flM«iiil«^lMtt«i|HM^ 

individually  with  great  care.  The  salesforce  must  constantiy  be  looking 
for  those  special  circumstances  which  can  be  exploited  to  create  the 
systems  operations  sale. 

The  obvious  point  concerning  the  willingness  of  the  executives  and 
managers  concerned  to  consider  outsourcing  systems  operations  as  an 
attfae^  op&on  mbis  m  %e  Miii.  I^tm.  m  mteef  yoK^  argu- 
ments for  and  against  outsou|^||||tV  Mi^e@iv«  mteiiet  ^#ie  wmkais 
needs  to  be  sounded  out  and  mtkmrnA. 
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Three  important  issues  stand  out  as  cm&km  §m  tmeM  aamMbn  1^ 
the  systems  operaticm  sales  peiscm: 

•  Is  it  practical  to  take  ovca:  the  clkiWS*  IS  operation  or  do  there  exist 
technical  or  organisajwii?  jjii'  ulties  which  ^MftHWiieie  ili  iSteer 
ka4,  in  the  eveitt  cyf  Siiesttii^  Ii9i  pi#t|[M^ 

«  litek  fbcTcic (X agnifka^ ciltrnM (fprnu^im in questieii noi^ 
die  ^em*  ^^^aiMtSikd^BM 

Cost  effectiveness  is  an  important  issue  in  its  own  right  which  is  ad- 

is  concerned  confidence  must  exist  that  a  price  competitive  proposal  cm 
be  made  that  will  subsequently  generate  a  profitable  contract.  In  the 
Ewopean  market  a  cost  reduction  of  approximately  20%  over  current  IS 

A  guide  to  the  practicality  of  taking  over  a  clieitt*S  IS  operations  is  given 
by  the  depee  of  separateness  of  the  IS  functions  within  the  client's 
organisiteB.  This  idea  is  illustrated  in  Exhibit  IV- 1.  The  development 
of  IS  organisations  has  often  followed  the  hierarchy  listed  in  this  exhibit. 
Starting  with  the  establishment  of  a  separate  department  to  handle  infor- 
wssltktwfmmsi develqpment  and&pms^&m^ we W^%meikm4ttmf0mm 


more  and  more  distinct  becoming  first  a  division  (implying  the  mam 
from  cost  centre  to  profit  centre),  then  a  totally  separate  subsidiary 
c»'ganisation.  A  closed  user  group  (CUG)  is  an  altemative  to  the  subsid- 
ki^^mmefmy  iffneach  and  lepresiili  tiMiftwiy  iMwwi    ii>  lia 
outsourcing  of  the  systems  operations  function.  The  major  joint  airline 
systems  AMADEUS  and  GALILEO  are  examples  of  this  approach.  The 
further  advanced  in  this  hierarchy,  the  easier  it  becomes  organisationally 
mwSkct  the  transfer  to  tbc  symxm  ^liMitoil  iiittiii.  MspaWilf$$^ltm 
greater  the  degree  of  separateness  the  more  evidence  tbgmm  &iMpdtS^ 
tial  willingness  to  outsource  to  a  third-party  vendor. 

Thirdly  is  the  issue  of  the  significance  of  the  IS  &pm^^  to  the  potential 
client  value-padded  chain.  Rsismtially  modbmt&bsmil^mmc§^  mi3m 
analysis: 

•  The  subjective  evaluation  of  the  utility  nature  of  the  system. 
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•  Sop«^  division 

•  Subsidiary  organisation 

•  Systems  operations 

For  example  a  manufacturing  company  will  utilise  IS  in  the  production 
pmcess,  it  is  not  ftpMl  of  the  producT tlftlMaaiiy  l^it^^  cus- 
tomer.  IS  may  be  perceived  by  the  company's  executives  as  "strate^" 
and  representing  a  high  value-added  contribution  to  the  company  in 
mmotmm^^mlm^t^^mm^aBii'^^  It  might  however,  be 

mi&mi  as  simply  a  utility  service  for  which  a  mom  &M-d^&sdyt  seior 
tt^^  be  provide  by  ou^ouzekig. 

At  die  eiwr  mi  ni  tite  spe&mm  a  taniBe  m^igim^  nfil  atiHse  infor- 
mation systems  that  are  directly  involved  in  the  provision  of  the  ultimate 
service  to  the  consumer — for  example,  a  banking  terminal,  a  supermarket 
check-out  terminal  or  an  airline  reservation  terminal.  Here  IS  is  highly 

C^tomstances  management  could  view  some  systems  as  being  "strate- 
f^**  and  delivering  comjpetiUve  advantage  and  others  being  essentially 
utility  servfees  ^mmmiM  be  ootsourced. 

This  analysis  can  be  summarised  in  the  positioning  diagram  shown  in 
Exhibit  IV -2  which  offers  a  method  for  assessing  potential  clients  ac- 
eeiding  to  ihe  cri^a  outlined  above. 

Where  IS  is  both  highly  integrated  into  an  organisational  function  and 
considered  to  be  making  a  unique  contribution,  then  the  expectation  for 
mmm^tigMmiSM^m^bsmimMlm^       ia  ^i^n^  neith^ 
of  these  conditions  apply  the  opposite  would  be  the  case.  It  is  most 
important  to  remember  that  these  are  not  hard  and  fast  rules  and  all  sorts 
of  excepticms  will  occur.  A  framewoik  such  as  this  simply  provides 
some  guidi^  f^m^i§ks  for  im^lslkkk^  a  bmet  vmdmdm^^  of  the 
market 
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EXHBITIV-2 


Systems  Operations  Positioning  Diagram 


Strpng 

Medium 

High 

Chafacteri^c 

Low 

Mecfium 

Weak 

High      IS  Functional  Integration  Low 
(Liketti)OOCl  tttat  t^er  organisation  Mit  l»»  km^midi  in  n^mm  opNK^^ns) 


Interestingly,  an  analysis  of  INPUT'S  database  of  systems  operations 
contracts  broadly  supports  this  positioning,  as  is  shown  in  ExMbits  IV-3 
aMIV-4. 


EXHIBIT  IV-3 


liMem  European  Systems  Operations 
Industry  Af^iysls 


InduMry  SeGN>r 

All  Contrwo^ 
Analy^ 

IS  Functional 
Integration 

IS  Utility 
Characteristics 

Manu^M^ng 

35 

Low 

^rong 

Government 

35 

Low 

Strong 

Transportation 

5 

Medium 

Medium 

[^Mribution 

5 

MeoBum 

Medium 

Services 

10 

Medium 

Medium 

InsurarK^ 

5 

Mecfium 

MecKum 

BanlUng  &  Finance 

5 

High 

)Neak 
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The  two  most  populated  sectors  in  the  analysis  are  manufacturing  and 
government.  Both  of  these  fit  the  systems  operations  positioning  as 
i^wn  in  Exhibit  IV-4.  In  both  cases  IS  has  a  high  utUity  characteristic 
in  respect  of  the  fundaaaeaiid  m^m  £mm  isifkme  m§mi^stiimm, 
namely  the  supply  of  products  and  the  administration  of  a  country.  At 
the  opposite  extreme  a  bank's  IS  function  is  becoming  highly  integrated 
wm  itis  delivery  of  the  servke  to  the  client  and  its  systems  are  probably 
kK^ning  in(^asingly  strategic  mi  wmM  aot  be  moMimi  u  lieiBg 


EXHIBIT  IV-4 


M  " 

T 

D 

s  ' 

B 

High      @Fun€liQMl  Integration  Low 


G  =  Government 
T  =  Transportation 
D  ■  SlllllliMiSR 

L  =  Insurance 

B  =  Banking  &  Finance 


Of  course  within  any  one  industry  and  within  any  one  organisation  there 
will  exist  utility  applications  and  strategic  applications.  Thus  in  the  U.S., 
for  example,  Banking  and  Finance  is  an  important  sector  for  systems 

ing.  It  is  the  front  office  applications  that  are  considered  strategic.  Thus 
whilst  the  Midland  Bank  in  the  U.K.  has  been  heavily  committed  to  the 
dm^lopnaent  and  operation  of  its  own  network  it  has  also  contracted  with 

m  fmmm  its  Switch  electronic  debit  card  transactions.  R  is  siso 
WSOemef  io  remember  that  the  provision  of  the  information  system 
^tofion  C#ie  source  of  processing  power)  can  be  more  readily  viewed  as 

sii»^  @M  tee  c^m^i^. 
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Some  further  characteristics  of  likely  candidates  for  systeim « 
contracting  are  listed  in  Exhibit  IV-5.  Clearly  the  systems  operations 
vendor  is  needing  to  search  for  organisations  that  are  facing  challenges, 


change,  and  change  breaks  the  status  quo  allowing  ^  i^yslomg  opoii^Qas 
vendor  the  opportunity  to  offer  possible  soluticm. 


Characteristics  Indicating  Potential 

for  Systems  Operations 

•  Very  fast-growing  organisations 

•  NM^t©  mspemd  geographic  scope 

•  Organisations  witli  major  structural  changes 

-  Divestitures 

-  Manageinaiit  jayy-<)ut  situations 

rWmtmmm  pPiHiHPfnB 

.Reofganfsed,  consolidating  fim 

•  Medium-sized  organisations 

-  Inadequate  development  resources 

-Want  to  change  architecture 

-  Have  incompatible  data  centres 

•  Oigdn^ationsref@aisii^QfiUieir@@relM«^ie88 

-  Manl  t&              ©nuM  IN^  lis  weN 
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However,  it  is  clear  that  to  exploit  these  opportunities  effectively  a 
different  type  of  sales  person  is  required  than  that  of  many  other  service 
delivery  modes.  A  systems  operations  sales  campaign  requires  the 
iimiMmim-mi  iwdegiiaiiiMiig  ^itmrnA  U  kmm  mti  pjoMimi  for  a 

which  in  turn  implies  an  understanding  of  the  business  issues. 
Miiit  importantly  the  response  to  the  client  has  to  be  unique,  it  has  to  be 
a  flexible  re^nse  and  not  just  a  standard  solution. 

The  sale  of  a  systems  operations  contract  is  often  a  long  and  difficult 
process  culminating  almost  inevitably  in  a  protracted  contract  negotiation 

The  key  considerations  in  developing  a  systems  operations  service 
meimet  a»    kmAsed  mi 

•  Smmx  specification 

•  Sravke  level  spedfiei^ii 

•  Accomnoodation  of  change 

The  contract  negotiation  must  specify  the  nature  and  scope  of  the  service 

account  of  the  fact  that  the  client's  needs  will  undoubtedly  change  over  a 
period  of  time.  The  vendor  will  no  doubt  wish  to  potentially  extend  the 
scope  of  the  service  in  the  future  to  increase  revenues  from  the  account. 

Many  potential  clients  view  the  whole  question  of  outsourcing  systems 

their  management  hegemony.  ClMltracting  with  a  third  party  to  run  the 
information  systems  function  in^Iies  loss  of  ownership  and  loss  of 
employees.  It  can  also  have  connotations  of  defeat  and  failure.  Conflict- 
ing c^iniom  wiU  undoafeiaMy  bi  iMWifested  among  a  potential  client's 
ssmor  executives  and  strong  resistance  can  be  experienced  from  the 
casting  in-house  IS  staff.  Addressing  this  whole  issue  of  control,  dem- 
mmmi^m  mifmrnSng  « ^  Abhi  mm  mmm^i^'i^mns  operatioBs 
is  actually  a  way  of  gaining  more  control  rather  than  ki»,  is  a  c^^tal 
challenge  f(x  the  systems  (^lations  si^  ymm. 

business  oriented  as  technically  oriented,  in  effect  needs  to  be  a  hybrid. 
Sales  personnel  must  be  able  to  make  approaches  to  a  company  at  a 
S^iorlpni^  and  thus  understand  and  interpret  the  business  arguments  for 
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outsourcing  as  they  apply  toew^  iadividual  prospect.  However,  they 
will  almost  certainly  meet  resistance  on  the  part  of  IS  managers  to  ths 
outsourcing  of  systems  operations  and  must  therefore  also  be  akM  t©  iml 
tmmMf^mmmimmix.  IMfSMillEMiMpwiluiidBr- 
standing  of  the  technical  issues  is  ^sm  also  Ki  InfCfint  iasKg  m  ^ 
systems  operations  sales  process. 

concern  with  die  dients'  problem  must  be  manifested  a 
"consultancy"  sales  approach  in  opposition  to  a  "product"  sales  approach. 
The  sales  personnel  represent  the  first  stage  in  the  development  of  the 
pmm^l^lmmm  itm  ^mm         nador,  they  must  thoefoxe  e^ 
&li  a  dfiiMie  of  (^»^teee,  8600^  i»d  ttim      &e  t»s^  ^it. 

2.  Competitive  Positioning 

One  of  the  major  factors  in  fiopi^  with  a  confused  or  chaotic  market,  and 
one  with  a  high  level  of  competitive  activity,  is  that  of  establishing  a  clear 
market  position  and  image.  It  is  therefore  important  for  vendors  to 
ibrmulate  a  coherent  view  of  the  agaffieatt mtHiia  wmAkf  dfaaft  far 
vendor  selection.  Exhibit  IV-6  summarises  the  key  factors  that  vendon 
perceive  as  of  most  significance  to  prospective  systems  operations 


EXHIBIT  IV-6 


Voniir  Selection  Criteria 

•  Cost 

•  toidu^  ap^iisatim  knowftddgis 

•  Systems  operations  experience 

•  Vendos^elefit  pad^onsNp 

•  OataseoMity 

•  Future  capability 
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Vendors  believe  that  it  is  very  important  to  be  able  to  daaaamtme 
financial  solidity  and  stability  to  a  prospective  systems  operations  client 
The  strategic  nature  of  systems  operations  services  places  considerable 

Although  cost  is  very  important,  the  client  is  usually  clear  that  a  long- 
term  ielati(Miship  is  being  developed  with  the  vendor.  Consequently  an 
overall  assessment  oi  financial  strength  combined  in  ilU  rWiliiilillflMl 

W^eetnt  pricing  approactes  for  systom  ^)aiti€«is  is  (me  strategy  fsx 
potential  compedipe^GeteBMoa.  UmpStt^lp^m^^^^mi^ 


•  Transaction  Volume  Pricing 

•  Resource  Utilisation  PridH^ 

•  Cost  Plus  Pricing 

Larger  vendors  tend  to  use  fixed-price  approaches  whilst  smaller  vendors 
with  a  processing  services  backji^round  may  favour  the  other  methods. 
Wmmm^  there  arc  ^Mlemsoes  in  ftic  interpretatiOTi  (rf  what  fixed  price 
n^ans.  A  user  that  is  charged  on  the  basis  of  transactions  or  resources 
used,  but  has  both  a  floor  and  a  ceiling  level  fixed,  will  be  most  likely  to 
consider  the  service  to  be  transaction  or  resource  based.  The  vendor, 
kmmmi-tm^mnMm-  tkt  mmml^lmst  to  be  fixed^pik^  %eati^  Aeie 
is  an  upper  limit  to  the  amount  that  can  be  charged.  INPUT  perceive 
that  the  trend  is  towards  fixed  price  commitments,  given  the  cos^ccm- 
straining  appeal  of  systems  operations  ccmtracting. 

Vendors  also  perceive  a  high  level  of  user  interest  in  their  industry 
knowledge.  As  has  ah-eady  been  referenced,  systems  operations  con- 
tracting has  strategic  implications  for  an  organisation.  The  capability  of 
the  vendor  to  understend  At  ti|iiiaiaii<'tiuiliw  liqMii— imm-  ef  flte 
client  is  therefore  vital.  In  response  to  this  criterion  vendors  do  leem  to 
be  plying  emphasis  on  an  industry  marketing  rather  than  a  service 
«K@tep  s»rketing  approach.  T^e  iReds  of  the  govemmoit  sector  would 
a  faoi  ema^  csf  the  requir^aewt  fer  sfedalM  ^miiog  knwled^ 
of  die        aaitfiQ^  «f|ilica&o^ 

Mdi  naiiy  mm  vmilmt  mmm  ^  tjm  l^mm  mpm^Som  mea^  it  is 

nm  surprising  that  leading  vendors  place  OM^lerable  emphasis  on  the 
capability  to  demonstrate  practical  experience — in  particular,  practical 
experience  of  running  systems  operations  for  similar  organisations  in  the 
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Some  vendors  also  en^bftsUe  the  p^le  aspect  of  ^,  „ 

need  to  establish  a  common  view  or  empathy  between  senior  manage- 
ment of  both  the  client  and  the  vendor.  Clearly  an  emphasis  on  this 


Security  of  the  client  applicatkms  and  data  is  recognised  by  vendors  as  a 
major  client  concern  asA "iilllll<piiill|i'mlaiporBmt  mlsc^m  mi»B^m, 
particularly  in  the  finance  sector.  The  concept  of  remote  operations  on  a 
data  centre  belonging  to  a  third  party  creates  security  concerns  for  the 
SiMne  usCTS.  fUsimmm  ma  imply  considerable  expense  on  the  part  ctf 
the  vendor  to  reassure  the  ( 
ippUcatiGais  and  the  data. 


Que  Miimhef  t^ggmm^6meimm§  4immm§^im  tpnrnis  operaticHis 
services  is  that  of  transition  or  change.  UsiK  WIKd  to  feel  confident  that 
the  vendor  has  the  capability  to  cope  with  their  changing  requirements.  Jt 
has  never  been  more  difficult  to  predict  the  future  and  thus  some  pre- 
t  ii  j^i^  m  sete^^  a  ¥»dQi      «^  ^Isr  telb^. 


Clearly  not  all  of  the  above  criteria  can  be  easily  used  as  competitive 
positioning  factors;  Exhibit  IV-7  aunmarises  those  that  probably  repre- 
sent theli^  mm&  mmad  itWi  meilgfi^  msa^m  ma  or  ^^&Mhi 
iMiilt. 


EXHlBiT  IV-7 


Competitive  Positioning  Factors 
Systems  Operations 

•  Service  improvement 

•  Technology  o|)€iatiei^ 

•  AppRcafion  opefatfons 
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B   

tioning  of  systems  operations  contracts.  The  client  is  plxm$  a  fMttt  4ml 
of  reliance  on  the  vendor  to  support  information  systems  requirements. 
From  the  vendor's  perspective,  high  priority  must  be  given  to  the  activity 

As  was  noted  in  the  previous  subsection,  vendors  have  identified  the 
meed  for  dev^^Bim  eimmmg  relationship       tlii  etlim  4sb^  the 

•  The  general  management  issues  inherent  in  the  client/vendor  relation- 

•  The  legal/contractual  framewixk  w^3m  which  that  relaticmship  exists. 
1.  MamgmtmiUmies 

The  relationship  between  the  client  and  the  systems  operations  vendor  is 

miesned  to  as  a  ''paitnor^p"  rather  than  a  business  relationship. 
S^mm  vendors  prefer  to  ^^^i^  <^  emmA  thid:  tbe  (^at 

fa«s  erer  the  relaiioa^^. 

able  with  the  relationship  that  has  been  developed.  This  emphasis  oa  the 
client  relationship  was  summed  ^  %  om  vmifx  inl^vkwed  in  the 
course  of  the  research  who  said: 

"We  develop  a  very  special  relationship  with  the  client  and 
view  our  service  as  the  capacity  to  follow  the  client  md 
anticipate  all  its  human  resource  requirements." 

The  nature  of  a  systems  operations  contract  is  a  long-term  commitment 
typically  several  years  in  duration.  Whilst  important  legal  considerations 
m^Sm  it  is  clear  that  die  relationship  must  go  beyond  the  strict  di^ni- 
tions  implied  in  a  contract.  Information  systems  needs  and  wants  change 
rapidly  over  time  and  the  client  is  dependent  upon  the  vendor  for  at  least 
a  sutetantial,  if  not  the  total  provision  of  information  systems  support. 
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The  implication  of  this  close  relationship  is  that  both  parties  have  a 
vested  interest  in  the  success  of  the  enterprise.  Systems  operations 
contracts  can  really  only  be  either  win/win  or  lose/lose  situations.  It  cao 
eto»i(iWgttocte#^>^^ftg  agates^  inttewon^Gf 

i&  hmir  &  managing  the  users,  and  the  cHents 
k^mufim^l^maiat^mmmmKi^ed,aswed»m^  We 
acquire  a  better  understanding  and  involvement  of  the 
expectations  and  future  of  the  client.  Normally  after  three 

The  vendor's  principal  management  aim  must  be  the  creation  of  a  rela- 
tionship that  is  tuned  as  precisely  as  possible  to  meet  the  client's  require- 

•  Business  planning  involvement 

•  Common  focus  on  the  end  user. 

fevolven^nt  in  the  cusu»i^'s  business  planning  process  is  frequently 
viewed  as  necessary  to  ensure  the  success  of  an  agreement.  Vendors 
believe  that  unless  they  can  be  involved  in  the  customer '  s  planning 

Vendors  and  clients  must  have  shared  objectives.  The  vendor  must  be 

He  vendor  and  Ac  customer  must  both  accept  that  the  real  customer  is 
tlwfind  user  of  the  service,  not  the  internal  user  of  the  informatiea  sj*- 
tems.  It  will  only  be  through  focusing  on  the  needs  of  the  cUent 
organisation's  customers  that  effective  investments  in  IS  can  be  made. 

dearly  the  importance  of  partnership  relationships  cannot  be  left  to 
chaice  and  it  is  becoming  increasingly  important  that  both  vendors  and 
titapr  clients  adopt  objective  methods  for  the  measurement  of  the  health  of 
unjoi  pmneraH^.  ivHuijr  ■  vvhhiuto      tnc  wssj  w  hIw  ipBV^i#|fiui>iK  oi '  nn 
effective  partnership  as  being  the  management iBeli  that  the  vendor  can 
provide  the  client  for  controlling  the  systems  operations  process.  Some 
vendors  claim  that  they  will  not  agree  to  sign  a  contract  unless  a  method 
of  control  is  agreed  witli     ^i^t  It  has  to  be  ^aecepiiei  iteK  ft  k  ^Blrai 
the  ladk  of  intmnial  tmiiiifmwiit  jajHrfwUi^  tbat  cieatM  iImi  aeid  lor 
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systems  operations  contracts.  It  is  the  management  skills  of  the  vendor 
that  will  determine  the  success  of  the  relationship.  This  emphasises  the 
need  for  business  skills  as  well  as  technical  skills  for  it  is  in  this  area  that 

"Facilities  management  (systems  operations)  provides  the 
h^kM  mmmgen  ^  ^  cHm  cannot  provide  himself" 

The  management  tools  that  make  the  systems  operations  partnership 
work  are  not  easily  defined.  Nevertheless  some  factors  stand  out  clearly 
sM  tes  tie  tei  to  WxkaMt  I¥-8. 


Tools  for  Management  @ltiM 

•  Open  communication 

-  Daily,  si  user  level 

-  Frequent  vi^  at  senior  managefnent 
leveis 

•  Strategic  planning 

-  Vendor  must  be  part  of  process 

-  User  mu^  ^MPt  fm^  k^mmalkm 

•  Mopt  ttian  a  @ofilfa^ 

-  Sharing  of  risks  over  time 

-  Verbal  agfmmmM  supfiSmtmit 
contract 

-  Need  for  mutuat 
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Open  communication  is  essential.  Not  only  must  the  vendor  be  taking 
the  pulse  of  the  user  on  a  daily  basis,  but  senior  management  of  both 
CMnpanies  must  be  in  constant  communication  to  assure  both  a  smooth 
to  t  pi^m  md  mtfm^  Hfi^timgdMiig  die  iMe^  cif  ike 
contract.  The  vendor  is  almost  certain  to  have  some  full-time  representa- 
tion on  the  client's  site  in  order  to  maint^dn  this  c^Uinuous  cmamumoa.- 
ikm  l»etween  the  two  parties. 

€|Nltating  in  true  partnership  mode  will  also  imply  vendor  personnel 
li^^  intimately  involved  in  tiie  planning  and  strategy  development  for 
^  dlii^*s  M^Qcmation  systems.  TIAs  lm|)lies  tl»  >«ndor  being  privy  to 
mmh  eo^klential  information,  but  this  is  neciifMpif  the  vemiark  m 
t^f  S^mm  trnme^  to  the  most  e&sc^ve  client 

formal  contract  toward  a  true  working  partnership  where  both  parties  mt 
motivated  to  take  risks  and  assume  re^)oiisibiJitiies  lim  mi^uaUy 
beneficial. 

In  summary,  the  key  points  for  vendors  ift  Ike  im^^^^mm  of  a  mxim- 
ful  long-term  client  relationship  are: 

•  €xmt  a  ^inahmpamaMp, 

•  The  vendor  has  to  be  proactive  in  the  relationship. 

•  The  vendor  has  to  s^qi^^dtewttb  die  tte^mH^iOM^eiBM 
^liability. 

the  client  needs  to  matti^  tlaa  isi^iei  &e  memmtjf 

accounting  controls, 

•  '^wv^torBeedbttl^eriies^Yieet&iieM^^AcU^ 

•  The  vendor  has  to  anticifrnte  the  changing  requirements  of  the  client 
and  be  flexible  in  response  to  liieesL 

systems  operations  comes  not  from  managing  the  relationship  by  the 
strict  letter  of  the  contract  but  by  being  flexible  in  meeting  client  needs 
through  the  development  of  a  true  partnership  with  the  client.  However, 
¥iiiiiiiif  i  Mwnif  Heoa^ie  Itttt-a  iaadiBMilMBttat  ftHwaMilc  Ik  aiSiM 
important  area  and  that  peMmm  &mM tmM  tt'hmM^m mmAm m 
paid  to  this  activity. 
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Although  an  initial  agreement  with  the  client  may  be  arrived  at  within 
three  months  of  commencing  the  sales  cycle,  the  contract  negotiating 
process  alone  can  take  between  three  months  to  one  year.  The  signifi- 
offiee  0f  ^  ecm&w^  is  w  4ite^«0t|itti»  asp^^ 
quality,  but  also  the  oai^Eition  from  4it«tfsting  situation  to  the  agreed 
new  one,  to  ensure  the  (xmtrol  and  auditiliility  from  the  client's  point  of 
\ww,  and  to  ^fine  the  tevtmng  out  procedure  in  the  event  of  tmmna- 

Just  like  any  functional  specification,  a  thoroughly  prepared  contract  is 
^mAyf  fiiiiiefit  to      tfM  piwndet  md  lite  m(^v&.  Bearing  M  n^d 
^  importance  of  the  client- vendor  relationship  in  systems  operations 
contracts,  the  contract  negotiation  is  a  very  good  opportunity  to  lay  the 
foundations  for  this  relationship.  As  part  of  the  sales  process  it  is  an 


The  contract  negotiation  process  can  be  traumatic  for  the  user,  and  this 
should  be  borne  in  mind  it  li  generally  iiiiliiMilii,  is  kn^ 
project  to  break  up  the  contract  into  discrete  parts  wherever  possible. 
This  facilitates  prpj^ress,  and  increases  the  possibility  of  early  payment  as 


It  will  be  necessary  to  establish  whether  the  client  wishes  to  participate  in 
the  transfer  of  si^  attracts  for  matters  such  as  existing  disaster  recov- 
ery servi<^  mmsKmi&^iimm  med  mmmiEmm^mim^  equipment  imin- 
tenance  agreements,  and  software  product  licenses.  Standard  contracts 
tend  to  be  a  series  of  exclusion  clauses,  and  it  is  important  for  the  vendor 
to  specify  what  the  service  includes,  as  much  as  what  it  excludes,  or  risk 

In  order  to  protect  the  supplier  of  the  service  as  much  as  to  protect  the 
client,  specifiicati(Mis  should  not  only  specify  the  nature  of  the  service, 
bat  sikmmm-fm^mmmm  ^teria,  which  might  include  av^alf^, 
service  response  times,  communications  and  network  performance 
characteristics  (clearly  indicating  dependence  on  other  parties),  volumes. 

One  of  the  key  provisions  in  the  contract,  apart  from  specifying  the 
starting  point  for  the  service,  is  to  specify  a  structure  and  the  mechanisms 

changes  under  the  existing  agreement,  how  they  will  be  instigated  by 
user  request,  what  the  change  specifications  should  contain,  and  how  the 
costs  should  be  specifred,  and  options  for  the  cUent  to  obtain  a  second 
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The  contract  should  also  indicate  a  procedure  for  resolving  disputes  in  the 
daily  organisation  and  running  of  the  contract.  Typically  this  will  involve 
resort  to  more  senior  management  prior  to  involving  a  Aird  party  for  an 
independent  opini(Hi.  To  ssMMspm  #ip^  &m  mmk  mm  §mm 
index  Unking  should  be  built  in  and  the  appropriate  inflation  index  should 
be  specified,  not  only  for  the  existing  service,  but  also  for  new  develop- 


Operational  Issues       1.  Operational  Efficiency/Profitability 

The  overall  operational  efficiency  of  a  vendor  and  thus  its  resulting 
profitability  is  clearly  one  of  the  most  important  challenges  for  a  systems 
(^rations  vendor.  Exhibit  IV-9  shows  a  graphical  representation  of  the 
pQ^te^i^        for  a  system  cf«idism  ci8a»a(^ 


BmmN'9 


Cost 


Loss 


Fixed-Cost  OpmSamm 


PfO«t 


Costs 


Time 


Toai^ifeveiM'io^lsSity  the  systems  operatkms  ¥end(n-'s  strategy  mustle 
to  drive  down  the  costs  as  quickly  as  possililk  It  is  possible,  as  is  sho^ 
in  Exhibit  IV-9,  that  an  initial  period  of  loss  may  need  to  be  sustained 
whilst  the  cost  reduction  process  is  put  in  train.  Typically  within  Western 

of  approximate^  W%  lit  itmmm^tei  %  die  ismmimg  symam 
&^m9^ons  wendcx. 
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Veaiors  differ  quite  considerably  in  their  attitudes  to  the  profitability  of 
systems  operations  contracts.  Some  vendors  will  not  enter  into  a  systems 
c^)erations  contract  that  is  not  profitable  from  the  outset,  whereas  others 
sm  prepared  to  take  a  longer-term  vkw  Md  ^^ect  I&  late  mmmf  to  the 
first  year.  The  priorities  of  the  client  and  consequently  the  contract 
negotiation  will  have  a  significant  influence  on  the  cash  flow  of  a  con- 
inMSt.  if  ^  client  is  amply  trying  to  get  rid  of  its  IS  department  as  a  cost 
editing  txeicis&^U^iMkslmmmmmimke  t^m^mm  savings,  and  the 
vendor  may  have  to  accept  a  longer  term  attitude  to  profitability.  Alterna- 
tively, clients  who  are  seeking  to  re-invest  in  order  to  update  their  tech- 

aail^aa^  tb^  &y$mmitMmmm.  nffiit  Mt  willing  ^ 
imm  waimWis^  to  pmMmMiiiioml  mmm  ofifomiMm  m  «^ 

Interestingly,  some  vendors  expressed  little  concern  for  the  profitability 
ef     itii  iMiii  iliaf,^i8gl>^^iwy  aytiMM  opmmiBM  as  mmt&ta, 

tactical  service  than  a  strategic  one.  The  vendor  signs  a  systems  opera- 
tions contract  in  order  to  gain  a  strategic  foothold  with  the  client,  and 
tlwn  to  use  that  to  leverage  profitable  services  such  as  software  develop- 
wm/immribmm  maintenance.  Some  vendors  sm  4»  epiiMiitt  «i  ^ 
data  centre  as  a  secondary  issue,  since  their  prime  concern  is  the  acquisi- 
tion of  the  client's  staff.  Systems  operations  is  thus  viewed  as  a  means  to 
mmd. 

One  of  the  key  issues  for  systems  operations  efficiency  and  profitability 
is  the  location  of  the  facility.  Most  vendors  agree  that  it  is  more  profit- 

centfe 

than  to  run  the  processing  on  the  client's  site.  This  is  because  the 
vendor's  site  is  generally  already  running  at  greater  efficiency  than  that 
of  the  client,  and  there  are  then  greater  opportunities  for  economies  of 
seaie. 

The  problem  of  location  can  be  a  sensitive  issue  for  the  client.  There  are 
cises  of  vendors  pulling  out  of  the  bidding  process  because  of  the  insis- 
tence on  the  part  of  the  client  that  the  facility  lliiiiilt  iewito  dtewfe  m  ikt 
client's  offices.  This  is  particularly  true  in  the  case  of  local  government 
in  the  U.K.,  which  has  been  one  of  the  fastest  growing  sectors  of  the 

Not  all  vendors  agree  that  the  location  of  the  facility  is  important;  one 
vendor  in  Germany  commented  that  high  city  centre  property  costs  bui 
cawsei  mmymmimSmm  ffe4aiMig  tfwir  '^mmmm  mm  'flf  mmm  my- 
way,  and  so  that  once  the  contract  is  signed,  the  actual  location  of  the 
facility  is  irrelevant.  However,  it  is  likely  that  location  across  national 
boundaries  could  be  a  perceived  problem  on  the  part  of  the  client  in  the 
short-tenn,  and  for  scHW  lAiite^Miiffi  1^  as  bralES,  A««  wi^M  ^ 
iflapfeatteHg,  at  k»itiM^  19^3. 
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Oient  attitudes  to  the  location  of  the  processing  centre    ill  illiptlBrt  Oil  tbe 
aature  of  the  organisation  and  its  applications.  Local  government 
erganisaticNis  are  geographically  oriented  and  will  therefore  choose  to 
tawt  nimiwii  wilihi  iwir  own  territai^  ffiwiTiil  iwrtitiiiww  and  cen&al 
government  departments  will  be  concerned  about  security  and  confidenti- 
ality; these  issues  will  not  only  affect  location  but  profitability  as  weU. 
Cbnsdldi^  m  Ai  lUtliir  Ag  may  provide  an  c^portunity  for  co^ 
apwmgs,  but  adding  aii^BiMi  wm^-  iMtHii  t  mm  to 

€MmAfmmiscSmAf^kmm  impcH-g|||lteinpli«dhieving  operaticmid 
efficiency  for  systems  operations  vemkM^.  This  is  why  many  vendors  are 
keen  to  identify  and  win  big  contracts.  The  larger  the  contract  value  the 
greater  the  opportunity  for  efficiency  gains  and  consequent  profitability. 
Smm  vendors  have  m§mt0tmwli$1^wmM«^  9fmm  mim^H/^ 
offer  at  least  50  MIPS  ^mMmm  ^tmmmmm  9^  mmmS^  m  tfnes^ 
old  point  for  viability. 

Ik*  wMktkmmMtlMmi  mass  will  become  extmmdiy  k^oAant  as  iie 

large  vendors  try  to  extend  their  geographical  coverage  within  and  acniii 
national  boundaries.  Systems  operations  profitability  is  traditionally 

«  f^mMed  by  standardising  procedures,  inqoxmng  discipHiH^  td  inillw^ 

runs,  and  taking  advantage  of  all  the  exploitable  power.  This  is  achieved 
best  when  networking  technology  can  be  applied  in  order  to  increase  the 

4<  exploitable  mass  of  processing  power,  and  the  available  human  resources. 

Hie  need  to  maintain  a  high  level  of  operational  efficiency  implies  the 
need  for  systems  operations  venders  to  maintain  a  state  of  the  art  tigln&» 
logical  ^ipibU^.  Siommm^si^mtlK^lmek^im^ 
thus: 

•  Network  capability 

•  Equipment  platform  price/performanee 

•  Software  development  technologies 

The  developn^nt  of  a  strong  networking  rjpafaHiT)'  is  seen  by  most 
i>gniBii«%dng  of  piiiiiiMiiiiiii  imiwiiiiHiic.  MiaiSimmAlm&m  iwvIbbs 

amibn  the  capability  to  connect  to  the  client  remotely  allows  for  the 
tM^cat  concentration  of  processing  power  and  geographical  flexibility. 
Utt  i^NSimunicatiiHi  sldlls  that  vendors  must  develop  are  not  just  for 
iMi^tforwaid       Ms  iO  a  central  ^  tatt  laf  laial-area  and  mit^-mm 
networks.  The  systems  operations  of  computer  ]MSlw@ck;«  is  tilery 
become  a  major  opportunity  for  the  1990s. 
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Equipment  platform  price/performance  is  another  important  issue  for 
systems  operations  vendors.  A  number  of  vendors  perceive  a  threat  to 
their  mainframe  based  systems  operations  businesses  from  the  continuing 
improvement  in  mmfoim  ««fi^fmmt  mni^iiriiiiiiiiiirii  mii  imMmg 
downsizing.  However,  new  systems  combining  multiple  computers 
within  networks  are  presenting  systems  operations  vendors  with  new 
^§§HgmM&t  to  handle  the  ensuing  ccMnplexity.  Nevertheless,  vendors 
1^  fcave  to  change  their  skill  sets  and  outlook  to  take  advantage  of  these 
new  opportunities;  for  example,  one  vendor  interviewed  spoke  of  setting 
up  the  concept  of  a  "hotel"  for  AS/400s  to  replace  the  existing  large  IBM 

The  changes  that  are  taking  place  in  the  user's  IS  environment  are  com- 
plex to  manage  irrespective  of  the  size  of  the  basic  equipment  unit.  It  is 
Mi  manigiiiiilt  .iiipiiniHiiy  i^i^  li  te^  ta    giiali^  «i  s^mm 

For  the  systems  operations  vendor  concerned  with  supporting  the  client's 
applications,  the  increasing  importance  of  software  development  teckfiol- 
ogy  is  a  key  issue.  CASE  tools  are  increasingly  of  significance  for  re- 
engineering  existing  client- written  applications  software  as  part  of  the 
maintenance  activity  as      m  §»we  it&vdt&pmtm-^ new  mstlmmtt,  A 
systems  OfWliions  vendor  that  does  not  develop  ^  necessary  csftiM' 
ties  in  this  area  is  thus  limitini  the  sccpe  of  the  mmsm  tiast  it  am 
potentially  provide. 

It  is,  however,  important  to  understand  that  the  complexity  of  implemmt'- 
ing  CASE  tools  is  creating  more  opportunities.  For  example,  user 
organisations'  failure  to  solve  their  development  and  maintenance  prob- 

market,  systems  operations  being  in  this  instance  a  supplementary  ser- 
vice to  the  applications  development  aiid  maintenance  bu^ess. 

Tbe  mm  of  the  software  products  §i      fmnkm  iHf  fim  ^mmm  f^wat- 

tions  vendor  is  currently  emerging  as  an  area  of  some  controversy.  The 
legal  dispute  between  CA  (Computer  Associates)  and  Hoskyns  (^art  of 

M^0%mit&i&mi0mm  Wmm-imt»  mimm  ft&imm  fmMeA 

The  issue  is  the  fee  to  be  paid  for  multiple  use  of  a  product  by  a  systems 
apganiewi-  muSm^Mm  m^mB  etsmwi  liiia  mmm  m  m  s^. 
It  is  not  yet  clear  whether  it  would  generally  be  advantageous  for  a 
systems  operations  vendor  to  offer  its  own  software  products.  It  is  much 
more  likely  that  the  systems  operations  vendor  will  create  collaborative 
commercial  agreements  with  product  vendiiB  la  mieT  to  meet  the 
client's  requirements.  This  situation  also  opens  up  the  possibility  for 
software  product  vendors  in  specialist  markets  to  enter  the  systems 
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The  impact  of  the  market  moves  towards  open  systeim  on  the  systems 
operations  business  is  unclear.  The  advent  of  open  industry  standards 
providing  users  with  greater  flexibility,  more  options  and  applications 
frnt^^SHtj^k  iapiiitiiiftg  t»  oiMiiyli  iiliy  §»wmm^mmetmmaBey  mMm- 
ing  systems  developed  and  operated  in-house.  The  plethora  of  different 
de  jure  and  de  facto  standards  (S AA  for  example)  is  in  the  view  of  many 
systems  operations  vendcx^  aiding  the  development  of  the  market  The 
resulting  confusicm  and  uncertainty  amongst  users  is  a  powerful  argument 
for  bringing  iri  an  outside  orgaoisation  to  takg  m€x  the  wiuM  m^po&^SH^ 
ity  for  the  information  systenL 

focreasing  numbers  of  options,  multiple  equipment  vendor  systems  and 
portability  of  applications  all  imply  a  significant  need  for  managing  the 
interface  between  the  application  and  its  implementation.  It  is  the  sys- 
ts»is  ifeeMlaH  ^icniir  Ait  CIA  11^^ 


Human  Resources        The  previous  sections  in  this  chapter  have  addressed  the  various  market- 

kig  «id  operational  challenges  of  importance  to  systems  aptxas^k&m 
vendors.  A  key  factor  in  actually  meeting  these  challenges  is  assembling 
and  developing  the  human  resources  that  can  (kliver  the  desired  level  of 
s^idce  ID  ike  (Bern. 

It  must  be  remembered  that  one  of  the  key  client  reasons  for  outsourcing 
systems  operations  is  the  lack  internally  of  the  required  skilled  personnel, 

fK»^pto  of  people  wAm  hemi^mpB^kit  to  addrm  complex  sys- 
tems integration  and  systems  operations  management.  It  is,  however, 
important  to  understand  that  many  users  will  not  recognise  this  lack  of 
personnel;  they  will  have  difficulty  in  assessing  what  their  real  human 

iteaed  i«  lot  mmMai  ewer. 

Tbc  principal  hamm  e^urce  challenges  for  vendcH^  include: 

•  TaioBf  <m  eUf^'s  staS. 

•  Identifying  and  developing  the  requisite  ddi9t. 

A  significant  feature  of  many  systems  operations  contracts  is  that  the 
client's  staff  are  taken  on  as  employees  as  part  of  the  contract.  The 
Roraial  wttM  iKtiu^sn  pmiiluni  ^trit  i^weK:  ndiKitoiiiJ  ^himm^oiib  %y 
number  of  people  being  taken  on,  added  to  which  the  emotional  attitudes 
of  many  staff  can  be  difficult,  since  they  have  l^en  taken  ova:  r^her  tbHi 
having  applied  to  join  the  vendor  voluntarily. 
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As  well  as  taking  on  staff,  the  vendor  will  also  often  have  to  take  on 
legally  binding  commitments  that  were  made  by  their  previous  employ- 
ers. This  can  be  difficult  in  some  European  countries.  In  the  Nether- 
kuMli,  Sweden,  and  (taMM^,  M^tofir  liwi^ 
^gber  ti^m  »  Q^aar  coiHMries. 

Thoe  are  eanidmble  practical  differences  betwem  wcxking  formmr 
house  infonnatioi  systems  function,  and  worldng  for  an  ext^nal  vendor. 

Staff  will  be  required  to  make  mental  adjustments,  and  this  process  has 
to  be  managed  effectively.  Considerable  management  effort  is  necessary 
t&HkmnSff^kB  Minbility  of  tke  ittfFt»ii^     ^/mtHm  aad  mm^' 
pate  and  resolve  problems.  Hiring,  training  and  providing  career  oppor- 
tunities for  information  systems  staff  is,  and  has  always  been,  a  problem 
for  many  companies.  This  is  particularly  true  for  operations  personnel. 

Systems  operations  requires  a  high  degree  of  technical  expertise.  But  the 
expertise  needed  is  not  the  same  as  the  expertise  needed  for  the  clients' 
COTe  budness.  While  systems  development  staff  are  frequently  able  to 
Imm  aami^        ibe  tminess  to  transfer  into  business  departnMMi; 
operations  personnel  frequently  do  not  have  the  same  level  of  career 
opportunities.  Systems  operations  vendors  can  however  provide  career 
groii^  €|q^Miiiies  for  opori^k^  ^a£f . 

In  most  companies  the  information  systems  staff  have  a  higher  turnover 
than  the  staff  in  the  rest  of  the  company,  which  leads  to  a  feeling  that 
ify&f  sm  m&m  htftA  to  iiii^fms§mi^lSHm  ^ikey  are  t@  iMrma^iS^. 
This  is  exacerbated  by  the  fact  that  information  systems  staff       to  be 
vaovQ  highly  paid,  and  often  require  their  own  pay  structure. 

Mm^  fnimmii^  gyannii  mlFiMai  i»  be  ame  mmmmA  «^  ikmt 

own  technical  issues  and  expertise  than  they  are  with  the  market  or 
business  issues  of  their  employers.  A  typical  example  is  the  tendency  for 
them  to  acquire  skills  to  suit  their  own  cturiculum  vitae,  ratho*  than  skiUs 

As  well  as  managing  the  staff  transfer,  it  is  possible  that  many  will  have 
l^change  their  location  oi  w&^.  At  lim  same       new  ^kffls  ppo^^ded 
fimm  existing  vendor  staff  will  need  to  be  added  to  the  staff  being  taken 
over,  all    which  involves  a  ^§»ifiicant  wmm^Bi^  and  co-CNrdinaticm 
effort. 

Consequently  systems  operations  vendors  need  to  develop  human  re- 
sources skills  not  only  for  the  technical  operations  but  fcM*  management 
of  the  activity  and  for  sales  and  marketing. 
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Exhibit  rV-lO  lists  the  key  staff  capabilities  required  by  systems  opera- 
tions vendors.  They  are  ordered  by  the  volumes  of  staff  expected  to  be 
fe/md  ift  each  categ(Hy  on  a  systems  operations  vendor's  head  count. 


EXHIBIT  IV-10 


Systems  Operationt 

•  System/network  operations 

•  Technical  SMPport 

•  Qmfai  fnanagMMMM 

•  User  support 

•  Network  desjgn/clevelQipnient 

•  Project  management 

•  Sales 

Over  the  next  several  years,  clients  will  look  increasingly  to  vendors  to 
provide  application  maintenance  and  development  services.  The  effect  of 
mtmmm     l»  ^&mm§&e^Ument  types  veadors. 

Systems  operations  companies,  whose  expertise  is  primarily  platform 
operations,  will  need  to  develop  greater  application  skills  or  establish 
^i@ng  alliance  avaiM^^  tif  #e  stills.  AWmmes  are  a  povm- 

ful  method  of  gaining  access  to  key  human  resource       sets.  VendcMPt 
are  increasingly  developing  these  relationships  and  ti^       is  ai^> 
pated  to  strengthen. 

Professional  services  companies  that  have  established  relationships  based 
in  systems  development  or  systems  integration  opportunities  will  need  to 
imamcms  an  aMity  to  manage  the  qpfXtdSlm  iei  large,  complex,  geo- 
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Equipment  manufacturers  need  to  develop  an  ability  to  deliver  applica- 
tion development  and  platform  operations  skills.  Equipment  manufactur- 
m  nust  also  demonstrate  a  willingness  to  accept  and  manage 
m^iv^Ktor  platforms.  The  client's  plttSofm  s&at^  may  ot  may  not  be 
(x»d^^  wMi  the  v«QGk»r's  jdatfoxm  ^raiegy. 

^^Qe  most  vef^ois  f«c<^ise  die  need  to  IxtN^ 

and  knowledge,  INPUT  believes  that,  within  the  next  five  years,  veiMkxs 
must  be  able  to  deliver  a  fully  integrated  set  of  information  systems 
services.  This  must  include  applications  maintenance  and  development, 
iiiDfn^i^m  technok>gy  (c^)a-^cms)  mmm§mmk  wd  a^mk  devekf- 
ment  and  management.  Network  skills  stand  out  m  bemg  om  ctf  the 
oK^t  critical  requirements  for  technical  skills. 

Imgmv&Bamt  of  seUsig  o^bilky  is  moi^  uf^Ba^mm  ^Mm§^  ist 
many  vendors.  There  can  be  a  great  deal  of  resistance  to  the  concept  of 
systems  operations,  both  on  the  part  of  the  end  user  who  is  concerned 
over  tiie  cimtiol  issue  and  the  loss  of  company  assets,  and  on  the  pait  cf 
the  ktifeiaiation  systems  department  persaanBi  who  see  systems  op«a- 
tions  as  a  major  threat  to  their  jobs.  The  nature  of  this  resistance  is 
therefore  very  often  emotional  rather  than  rational,  and  a  significant  level 
oi       iliB  k  nee^sary  ia       t&  ^ffraount  many  of  diese  etetacles. 
ia  aSi&am,  since  evay  situation  tends  to  be  very  different,  a  traditional 
product  or  solutions  sales  approach  is  not  effective.  In  particular,  the 
systems  operations  sale  must  be  made  to  general  management  and  not 

services  firms.  This  emphasises  the  need  far  ifte  salesman  to  be  bc^  a 
businessman  and  a  technical  consultant 
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Strategic  Directions 


lUs  chapter  sMtmms     &ture  directions  open  and  amSkMB  m  m^- 
ware  and  services  vendors  in  the  development  of  their  systems  operatic 
contracting  business.  Section  A  addresses  the  current  definitions  of 
system  ifciiitfiBiii  tat  ^  vi^m&st  wppmmMm  mi  mmae  devdop- 
ment  possibilities.  Section  B  examines  the  possibility  @f  using  vendkv 
alliances  to  address  systems  operations  opportunitifis. 

A  

Systems  OperatioC^       it  is  important  that  systems  operations  services  are  viewed  within  the 
Ol^iOItUQ^ies  broad  context  of  all  software  and  services  opportunities.  The  reason  for 

tfiis  is  the  overriding  need  to  meet  changing  client  requirements  over 
time.  This  was  one  lif  At  piMtt«HpiiHtel  in  section  IV- A  above  in 
relation  to  the  importance  of  creating  a  partnership  between  the  vendor 
and  the  client  in  providing  systems  operations  services.  This  section 
ikmim  mrngkm  tite  iwilMr  iffirinfti  opopitti^  oi^efiBnity  by: 

•  Wi^mi^iimm0twfmmm0§tmi^iw^^v&y  modes. 

•  Descr%teg  inaniecfiate  systems  operations  options. 

•  Placing  systems  operations  in  the  context  erf  the  wider  software  and 
services  market  opportunity. 

Systems  operations  services  are  classifiei  iato  two  sxHamoAes — pofes- 
sional  services  or  processing  services: 

•  hk  ^  pmtmkmsA  sepvices  submode  the  vendor  provides  the  personod 
to  operate  a  system  owned  by  the  client.  It  is  thus  the  ps&nskm  of  a 
people-based  service  on  the  clients'  installation. 

•  In  the  processing  services  ^bmodes  the  vendor  owns  the  equipnn^ 
and.  pnovides  apmii^mg  psfsooael  and  often  facilities  as  well. 
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The  processing  services  submode  is  currently  the  most  common  method 
of  providing  systems  operations  as  is  shown  in  Exhibit  V-1  which  shows 
the  maiicet  m&  and  forecai^  for  We^on  ^rope. 


EXHIBIT  V-1 


SysMis  Opmlions  to  Wiitlini  Eun^ 
1990-1995 


Professional 
Services 


Proee^ing 
Sendees 


0.2 


21 


0.6 


m  1990 
□  1995 


1  2 

User  Expenditures 
($  Billions) 


CAGR 
(Percent) 

23 


20 


In  both  of  these  submodes,  systems  operations  can  operate  in  equipment 
located  either  at  the  vendOT*s  c«r     customer's  site.  These  c^cms  are 
i^own  in  Exhibit  V-2,  which  iden^B^  the  dominant  mode  in  each  case. 
The  further  option  is  for  the  data  centre  to  be  either  dedicated  to  one 
single  customer  or  shared  amongst  a  number  of  clients;  these  possibilities 
axe  '^tuma  k  Ei^lit  V-3  vHbich  also  highlights  dhc  dcmoinant  incxtes. 

Another  important  distinction  in  systems  operaticms  ctHitracts  is  between 
platform  operations  and  application  operations: 

•  In  platform  operations,  the  vendor  provides  the  computer  processing 
capacity  and/or  network  without  taking  responahiUty  for  the  applica- 
tions that  the  client  develops  and  maintains. 

•  In  applications  operations,  the  vendor  is  responsible  for  the  complete 
systems  function,  including  equipment,  telecommunications  require- 
ments, and  applications  software.  This  usually  ixmtvtM  raaia^nance, 
develofonait,  and  upgrade  fum:ti(Mis. 
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EXHIBrrV-2 


Equipment  Ownership  OptkH^ 


LocMion  of  Con^u^r 

Owneiship  of  Equ^^ment 

Vendor 

Customer 

Vendor  Site 

/Processing  Services/ 

Professional  Services 

Processing  SdNc^ 

/////////////^//. 
^Prolessior^  S«r¥ices' 

EXHeiTV-3 


Equiiiment  Dedteirtion  Options 


Location  of  Computer 

Ownership  of  Equipment 

Shared 

^rtgte  Ci^omer 

Vendor  Site 

/Processing  Services^ 

Professional  Services 

Customer  Site 

Processing  Services 

^  Professional  Services;^ 

This  analysis  can  be  further  extended  by  breaking  out  the  individual 
components  of  systems  operations  together  with  additional  service 
elements  diat  are  obvi<ws  oppoftanities  for  vendors.  Hius  we  have: 

•  Systems  Operations  Professional  Services  (Platform). 

•  Provisioa  (rfMatfonn  (MIPS). 

•  Application  System  Maintenance. 

•  Netvrack  ki&xm  Mafiagenmit 
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•  Disaster  Recovery  Sorvkes  and  Bs^kiq). 

•  Technical  Consultancy. 

Clearly  each  one  of  these  services  can  be  provided  separately  on  a 
discrete  basis,  for  example  there  appears  to  be  developing  a  significant 
c^^^mtunity  to  pnyvide  Mrd-party  application  sy^ems  memmmm^, 
maintenance  of  applications  software  written  by  the  client.  Consequently 
a  number  of  variations  can  exist,  each  of  which  is  designed  to  address 
unique  client  requirements.  Exhibit  V-4  identifies  some  of  these  varia- 


System  Operatioiis  Opi^orUmities 


Systems  Operations 
Components 

Options* 

1 

2 

3 

4 

Profe8#Ern#  Serves 

• 

• 

• 

Platform 

• 

• 

A^c^on  Maintenance 

• 

Network  K^nagetnent 

DRS/Backup 

Option 

OesGiiption 

1 

Professional  Services  Syst^s  Operations 

2 

Processing  Services  Systems  OpeTEtfions 

3 

Applications  Systems  Operations 

4 

Extended  Systems  Operations 

The  options  indicated  in  Exhibit  V-4  underline  the  need  for  the  vendor  to 
be  flexible  in  the  face  of  changing  user  requirements,  as  already  referred 

ccmidexat^  off(8timiiy.  A  i^it^slup  i^voaic^  bet«%^  die  voidcH- 
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and  the  client  has  been  identified  by  many  vendors  as  the  only  way  to 
keep  track  of,  and  meet,  the  changing  meeds  of  the  client.  However, 
INPUT  research  has  also  uncovered  usct  criticism  of  vendors  wanting  to 
BH^^^  ^  status  qua  Some  clients  specifically  want  a  much  fuUo' 
service  than  that  indicated  by  options  1  and  2  in  Exhibit  V-4.  For  ex- 
ample, they  may  require  the  provision  of  strategic  technical  guidance  on 
mm  #e^k)pments  and  directimis  for       m^tiam^xm  systems  plans. 

An  analysis  of  all  the  individual  service  components  needs  of  an  informa- 
tion system  opens  up  the  possibility  for  vendors  to  enter  this  market  via 
an  ifl<^n^tal  service  strategy  rather^m  via  a  full  o^ura^  asppxmsAi. 
The  opportunity  for  an  incremental  service  approach  is  indicated  in 
Exhibit  V-5.  This  exhibit  identifies  a  number  of  essential  services  for  the 
operation  of  a  significant  processing  capability,  most  of  which  are  cur- 

p@f¥ided  in-house.  TMsh m  w^iftmuM  -vMsM  h  likely  to  be  taken 
by  equipment  service  companies,  whether  equipment  vendors  or  indepen- 
dent maintenance  companies.  These  companies  are  well  placed  to  exploit 
this  type  of  s&Emte|^,  as  tfiey  are  already  solidly  in  place  wiik  pmi- 
mm    hardware  fidd  maktei^mce  serves. 
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Infom^im  Systems  Pksttfonn 
Service  Opportuntties 


Training 


End-User  Environment 
Network  Services 


Environmental 
Planning 


Equij^ment  \r^M 

Software  Installa 

tion 



Operations  Support 

-  Operations 

-  Systems  Pmgfamfning 


Platfonn 


Hardware  Services 


Software 
Tuning 


Performance 
Measurement 


Fault 
Correction 


Problem 
Management 


Applications  Software 
fuy^iHenance 


Backup  Services 

Disaster  Recovery  Services 


Another  additional  professional  services  opportunity  not  shown  in  Ex- 
hil»t  V*5  is  Aiat  g$  iq^Iicatkms  mUtmse  dnn^kspen^  TMs  U  i^mnamisf 
a  natural  opportunity  for  professional  services  fmm,  timt  a®d  all  the 
other  systems  operations  options  referenced  above  are  Usted  in 
Exhibit  V-6. 
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EXHJBITV-6 


Systems  Operations  Options 

•  Clierrt  or  vendor  fadtifles 

•  Client  or  vendor-owned  equipment 

•  DecKcated  or  shared  equipment 

•  Vendor  or  client  staff 

•  Applications  softw^e  maintenance 

•  Equipment  maintenan^ 

•  Svstsms  software  suDDOrt 

•  Applications  development 

•  U^r  training 

•  Disaster  recovery  and  backup  services 

•  Management  of  c»}mmunicatior^  networks 

•  Consultancy  on  IS  strategic  dire(^ons 

B 


Vendor  Alliances 


An  important  lievelopment  in  ttae  systems  op^atioas  amkei  Itt  Western 
Ew>pe  is  that  €i  pyrtiMsrsI^  b&»Bm  vmdfss.  Vendor  alliances  are 

expected  to  become  an  important  vendor  strategy  as  the  systems  opera- 
tions market  expands  further.  These  alliances  can  take  a  number  of 
f<mm: 


Setting  up  a  jointly  owned  company  specifically  to  provide  systems 
operations  services,  for  example,  Axone,  a  company  formed  in  France 
tjy  IBM  and  the  S«ma  Group. 

One  vendor  acting  as  the  prime  contractor,  subcontracting  out  vendor- 
specific  skills  as  necessary,  for  example: 

-  Data  Networis  PLC  (f^  erf  the  Sema  Grmp)  and  Hitachi  Di^ 
Systems. 

-  mMaadCTG. 
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•  Fbmuag  aymt  a»spmy  with  a  us^»  for  exanq)le: 

-  CEGEKA  NV,  originally  founded  by  Computer  Sciences  Corpoia- 

Steenkolenmijnen.  (CSC  subsequently  sold  its  interest  to  Volvo.) 
Note  also  Credit  Agricole's  30%  interest  in  the  Axone  group  formed 
by  IBM  and  the  Sema  Group. 

Tl^e  alUaaoes  are  motivated  by  a  nwaiixr  of  piiiici|>al  factcxi: 

•  Marketing 

•  Finance 

•  Capahifittes 

^UMi»(^  wm  ^im  csmmi  le  smm  wider  Sisd^m        ^iicipdly  to 
(mtaraew  markets  or  to  develop  existing  markets.  The  partner  will  bring 
to  the  alliance  the  local  knowledge  and  key  contacts  required  for  proper 
exploration  of  that  opportuniQr.  Wkimm  dm  partoersMp,  maiket  entry 
would  pmk^ly  t»s  iBifcxmbte  or  wnvkc  access  m  mKs3a!^  levels  oi 
finance. 

Finance  is  thus  anotha-  very  impcatant  asp«:t  df  tt«  naoiivafeB  to  fcsrm 
an  alliance,  to  assuage  the  costs  of  market  entry  and  development.  It  can 
also  be  viewed  as  a  means  of  controlling  operating  costs.  The  formation 
of  an  alliance  with  a  firm  that  has  a  lower  cost  structure  and  that  can 
deiivcr  ft m^iiiasy  part  of  the  ovot^  wymmm  ^sn^s  coamct  will 
give  the  prime  vendor  a  more  competitive  position  in  the  market.  This 
approach  may  be  particularly  effective  where  a  vendor  is  called  upon  to 
provide  multi-country  services.  Seeking  partoers  in  the  various  geo- 

knowledge,  experience  and  cc«t  stn^tu^,  WQHM  serve  to  ovCTCcaae 
many  intractable  problems. 

Axi^h^  key  aiotivation  for  a  vendor  alliaaee  is  aoom  to  i^edfic  ci^a- 
bilities,  for  example  industry  knowledge  or  expertise,  or  equipment 
maintenance.  It  may  simply  be  necessary  to  augment  internal  capabili- 
tl^to  OKIQI  s^&EMm  needs  0r  to  gffita  w&etm  to^rpmise  diat  is  just  mA 
avaWhiP  fa-house.  Access  to  these  key  capabilities  may  serve  to  help 
the  penetrati(%    a  new  tmAset  Gt  strengthen  the  vendor's  competitive 
position. 

Exhibit  V-7  lists  the  principal  areas  of  capabilities  that  systems  opera- 
tions vendors  might  seek  to  supplement  or  gain  access  to  through  the 
formation  of  an  alliance. 
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Capabilities  for  Extending 
Systems  Operations  Contracting 

•  Network  man^tment 

•  Equipment  maintenance 

•  Disaster  recovery  services 

•  Applications  maintenance 

•  Applteatfons  developnierrt 

•  Ck)nsuttanq^ 

In  order  to  provide  access  to  wide-area  networks  and  to  offer  comprehcaa- 
sive  network  management  services,  an  alliance  may  be  necessary  for 
wcmt  vendors.  Urns  aMiough  An^^fi^  C3msidihig     a  i^twi^  eisqpKi- 
bility  itself,  it  has  also  formed  SigmaNet,  an  alliance  with  Motorola 
Codex  to  offer  managed  network  services  in  the  U.K.  initially  and  possi- 
bly internationally  at  some  point  in  the  future. 

Equipment  maintenance  services  need  to  be  subcontracted  out  by  most 
systems  operations  vendors  and  therefore  greater  access  to  experience 
and  knowledge  of  this  area  from  an  alliance  may  be  m  tMmc^ive  op6m. 
As  poioti^  oat  in  the  fHcvious  cfai^t^,  eqm^o^t  maktemuK^  is  an 
entry  pmnt  to  ^sterns  qporaticms. 

S«^^ciil  of  applicadons  weimmo  mi  its  <tevelo|nnent  aie  tueas  wliae 
v^^lo^  MS  teft^  likely  to       alliances  since  most  vendors  have  entered 
the  systems  operations  business  on  the  strength  of  their  applications  or 
business  knowledge.  However,  as  stressed  elsewhere  it  is  increasingly 
likely  that  !ryst«ns  cq^^aticHts  v^idcH^  win  have  to  demonstrale  applica- 
tions and  industry  knowledge  in  order  to  gain  contracts.  Some  vendors 
may  therefore  need  to  consider  alliances  in  order  to  gain  access  to  par- 
ticular markets. 

This  might  also  be  true  of  consultancy  services.  Certainly  in  the  profes- 
sional services  business  the  ability  to  provide  consultancy  services,  both 
at  die  strategic  and  at  tte  te(^^acal  tevdi,  k  emerging  as  a  key  require- 
ment fin*  the  gei^ation  of  c^r  tosiness.  TMs  has  exieiKiedltooa^  into 
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management  consultancy  where  vendors  like  Andersen  Consulting  are 
particularly  strong.  CAP  Gemini  Sogeti's  interest  in  United  Research 
and  its  recent  acquisition  of  the  MAC  Group  also  provides  evhisax  of 
ttiisneed 

It  would  be  remiss  to  end  this  short  section  on  alliances  without  drawing 
attenticm  to  tfie  fact  ti^  mmy  pio^tem  od^ar  in  Aek  tmmsemm  tu3 
voidors  need  to  give  very  careful  consideration  to  this  aspect  Many 
vendors  will  prefer  to  remain  at  arm's  length  with  other  vendrars  and 
maintain  the  relationship  purely  on  a  subcontracting  basis. 

The  proWieiiK  that  can  contribute  to  the  failure  of  alliances  are  much 
studied  by  business  schools  and  Exhibit  V-8  lists  key  problems  identified 
by  a  UCLA  study  of  the  subject  in  the  United  States. 


Probtems  of  V^idor  Alliances 

•  Probtems 

-  Impact  of  environment  forces 

-Short-term  cSffererK^  in  performance 

-  Perceptions  versus  actual  benefits 

-  Unwillingness  to  share  key  assets 

-  Differences  in  bu^ness  cutture 

•  Steps  to  minimise  f^lures 

-  Clearly  determine  common  objectives 

-  Communi(^e  strategy  to  operating  people 

-  Avoid  complexity 

-  Insulate  alliances  from  partners 
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Problems  can  occur  quickly  if  adequate  planning  and  execution  of  the 
agreement  do  not  occur.  Failure  to  identify  roles  and  responsibilities 
clearly  and  to  rescue  how  key  assets  «^  tie  ^ied  $m  quoted  frequently 
as  p^Mems,  as  are  the  daHatwces  in  business  culfiire  between  ^mmt 
firms. 

Steps  cm  be  tefcen  to  prevent  the  type  of  di^fust  that  prohiWls  the  <tevel- 
opment  of  a  successful  alliance.  Clouiy  written  objectives  in  the  hands 
of  key  managers  and  open  cfxnnnuiicaticHi  appeal  to  be  the  most  neces- 
sary and  effective  tools. 

It  is  obviously  a  massive  sales  and  marketing  task  to  identify  the  most 
likely  prospect  for  a  systems  operations  project,  line  up  the  proper  alli- 
ances to  flesh  out  the  vendors'  technical  capabilities,  and  conduct  the 
m^&^ai&ons  that  lead  to  a  successful  sale.  This  underlines  the  inherent 
advantages  of  the  large  vendors  in  addressing  this  market  and  the  inoeas- 
ing  demands  being  placed  on  vendors  in  general  in  this  sector. 
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